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INTERNATIONAL 
BANKING 
AND FINANCE 


q The past year has been quite unusually eventful in 
British banking and finance. 


q Bank rate has come down from 7 to 44 per cent, 

in the wake of the remarkable recovery of sterling ; 
the credit squeeze has ended but the authorities have 
prepared a new instrument of potential restriction, 
“special deposits”; and the banks have plunged into 
instalment lending. 


How does each of these developments look in 
international perspective ? 
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DAIWA 
BANK 


Foreign Exchange Business 
General Banking Business 
Trust Business 

Safe Custody 













Authorized Foreign Exchange Bank 
THE DAIWA BANK LIMITED 






AUTHORIZED CAPITAL . . . . Yen 10,000,000,000 
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ESTABLISHED: 1897 oe 


THE . 
NIPPON KANGYOBANK 
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CAPITAL (PAID-UP)....... Yen 4,400,000,000 : HEAD OFFICE: HIBIYA TOKYO BS 
HEAD OFFICE IN OSAKA WITH 102 BRANCH : 120 BRANCHES THROUGHOUT JAPAN wae 
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= LONDON _|, Royal Exchange Avenue, London, E.C.3 te 

New York Office: London Office: ° ame fete 

*: 706 Singer Building, = 
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G@) LARGEST AND FRIENDLIEST BANK IN JAPAN 


Founded in 1880. 


Japan’s largest commercial bank, The Fuji 
Bank, Ltd., with its wide range of services, 
can help promote your trade and commerce 
throughout the Far East. 







The Fuji Bank, Ltd. maintains a large Foreign 
Business Department where a vast knowledge 





of trading in the Far East is yours. ' Please 
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THE FUJI BANK, LTD. 
TOKYO, JAPAN 











London Branch: 
Salisbury House, 


Finsbury Circus, 
London, E.C.2 


New York Agency: 
42 Broadway, 
New York, N.Y., 
U.S.A. 


Calcutta Representative Office: 
Mookerjee House, 
17 Brabroune Roaé, 
Caicutta-1, India 
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When you want to cast a line for Canadian business, 
first have a chat with either of the London Branches 
of The Bank of Nova Scotia. 

Whatever your interest in Canada may be— 
obtaining a larger share of the export market — 
establishing a new business or acquiring an existing 
one—you can count on the BNS to provide you with 
full banking services. Our brochure “‘Memorandum 
on Income Taxes and other Legislation affecting 
Canadian Enterprises” may be obtained free at 
either of our London Branches. 

With 37 Branches in the Caribbean area, the 
BNS—first Canadian Bank in the Caribbean— 
offers you every banking service you may require 
including a full range of personal and corporate trust 
services available through The Bank of Nova Scotia 
Trust Company (Bahamas) Limited, in Nassau. 


The BANK of NOVA SCOTIA 


London, 24-26 Walbrook, E.C.4, Mr. R. E. Peel, Manager, and 
11 Waterloo Place, S.W.1, Mr. J. A. G. Bell, Manager. More than 500 
branches across Canada and in New York, Jamaica, Cuba, Puerto Rico, 
Dominican Republic, Bahamas, Trinidad, Barbados. the ancient fortified town at the southern end of the 
St. Gotthard Pass. Its reputation as a travel centre 
is of long standing. Historians estimate that in A.D. 
1360 alone, about 10,000 persons and 9,000 horses 
crossed the St. Gotthard. 


Today, Bellinzona, thanks to the Gotthard Tunnel— 
more than 9 miles long—and the popular motor road 
over the Pass, is known to thousands of travellers. 
The Bellinzona Branch of the UNION BANK OF 
SWITZERLAND is at the disposal of all whoseek 
financial advice or desire to cash Travellers’ Cheques 
or Letters of Credit. 
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Commercial Bank 


of Scotland Limited UNION DE BANQUES SUISSES 
HEAD OFFICE: ZURICH, Bahnhofstrasse 45 


SCHWEIZERISCHE BANKGESELLSCHAFT 


CERe -Sreiee OVER 50 BRANCHES THROUGHOUT SWITZERLAND 
14 George S treet ° Ed inburgh CO TI raids dccascerestrecssccceses Swiss Franes 100,000,000 
General Manager: lan W. Macdonald WNGiiiicdcsee icici Swiss Franes 100,000,000 


Cable Address for all Offices & Branches : BANKUNION 


Modern banking services are available at the Bank’s 
Branches throughout Scotland and in London. 
Credit facilities for commercial, industrial and. 
farming development, on convenient payment plans, 
are also available through the Bank’s subsidiary, 
THE SCOTTISH MIDLAND GUARANTEE TRUST LIMITED 
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we SANWA BANK wp. 


HEAD OFFICE: OSAKA, JAPAN 
¥ 5,000,000,000 


CAPITAL : 


Complete Banking 
and Trust Services 


LONDON BRANCH 
Garrard Howse, 31-45 Gresham Street, London, E.C.2. 
SAN FRANCISCO BRANCH 
465 California Street, San Francisco, Calif., U.S.A. 
REPRESENTATIVE OFFICES 
NEW YORK: 26 Broadway, New York, N.Y., U.S.A. 
TAIPEI: FORMOSA. 


ALEXANDERS DISCOUNT 
COMPANY LIMITED 


24, LOMBARD STREET, LONDON, €.C.3 


CAPITAL PAID UP - £2,600,000 
RESERVES - = =  £2,142,000 


£4,742,000 


DIRECTORS : 

SIR ERIC GORE BROWNE, D.S.O., O.B.E., T.D., 

Chairman. 
1OHN PATRICK RIVERSDALE GLYN (Deputy Chairman) 
THE RT. HON. LORD BALFOUR OF BURLEIGH, D.L. 
MARK DINELEY ’ 
SEYMOUR JOHN LOUIS EGERTON 
ALAN RUSSELL 


MANAGER : 
SIR ANTONY MACNAGHTEN, BART. 
DEPUTY MANAGER : CHARLES C. DAWKINS 


ASSISTANT MANAGERS : 
A, }. McLENNAN, M. L. CREGEEN, |. W. K. SMITH 
SECRETARY : F. W. HATCHER 


BANK AND FIRST-CLASS TRADE BILLS 
DISCOUNTED 


MONEY RECEIVED ON DEPOSIT 
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BANK 
BAZARGANI 
IRAN 


(Commercial Bank of Iran) 


Authorised Capital .. se . Ris. 200,000,000 
Issued Capital ... = ew «. Ris. 100,000,000 
Assets exceeding iss Rls. 1,816,185,000 
Head Office 
MAIDAN SEPAH, TEHERAN 


Branches Today the Bank holds a unique 
BAZAR 
BAHARESTAN 
BAKHTAR 


position in the commercial life 
of Iran. Up to date reports on 
local markets, trading regulat- 


ions, and general economic con- 


KHORRAMSHAHR 
NEISHABOOR 
ee interested in developing trade 
SHIRAZ ; 
TABRIZ with. Iran. 


ditions are available to those 


London 91 MOORGATE, 
Representative London, E.C.2. 
Office Monarch 8425/6. 
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The best-known 
name in 
Australian Banking 
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COMMONWEALTH TRADING BANK 
OF AUSTRALIA 


Branches and Agencies throughout Australia, 
Territory of Papua and New Guinea and British 
Solomon Islands. Agents throughout the world. 


HEAD OFFICE: SYDNEY, AUSTRALIA 


LONDON OFFICE: 
8, OLD JEWRY, E.C.2. AND AT AUSTRALIA HOUSE, STRAND, W.C.2 
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BAYERISCHE 
HYPOTHEKEN-U. 
WECHSEL- 
BANK 





Head Office: Munich 


9-15 Theatiner Street 


More than 200 Branches 
throughout Bavaria and the Palatinate 


Capital and Reserves 
DM 110.310.000.— 


All Banking Transactions 
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whatever kind of business 
you are planning in Canada 


. we suggest you contact Imperial Bank of 
Canada. With branches coast to coast, Imperial 
Bank can provide you with up-to-date inform- 
ation on trends, developments and business 
opportunities in Canada. Such information is 
readily available from the London Represent- 
ative, Imperial Bank of Canada, 116 Cannon 
St., E.C.4, or Imperial Bank of Canada, Head 
Office, Toronto |, Canada. 


IMPERIAL 


BAN K OF CANADA 


Branches Coast to Coast in Canada 
and Correspondents throughout the World 





CREDIT 
LYONNAIS 


Limited Liability Company incorporated in France 


[sea] 





orice’ 40 LOMBARD ST., — E.C.3 
WEST END BRANCH 
23/27, CHARLES Il STREET, HAYMARKET, S.W.1 
Private Safes for rental at this Office 


ALL BANKING TRANSACTIONS 


TRAVELLERS’ CHEQUES ISSUED IN FRENCH 
FRANCS PAYABLE AT ALL BRANCHES OF THE 
BANK IN FRANCE AND THE FRENCH FRANC AREA. 


BRANCHES IN FRENCH WEST AFRICA, NORTH 
AFRICA, THE SUDAN, AND SYRIA 


AFFILIATIONS IN 
BRAZIL, IRAN, LEBANON, PERU, PORTUGAL, 
REUNION ISLAND AND VENEZUELA. 


Head Office PARIS 


Registered Office LYONS 
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British Banking 
in <4 sta 


‘Ihese are the territories served by 
THE CHARTERED BANK and its wholly-owned 
subsidiary, The Eastern Bank Limited, through a 
system of one hundred branches extending to most 
centres of commercial importance in the Middle East, 
South and South-East Asia and the Far East. Those 
branches provide complete and up-to-date banking 
services, sustained by expert knowledge and long 
experience of Eastern trade, finance and industry. 
In particular an effective credit information service 
and skilled assistance and advice are available to 
merchants and manufacturers seeking new business 


E PERSIAN GULE f WEST PAKISTAN 


ere cS BAHRAIN 
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THE CHARTERED BANK 


(ncorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg. 


THE EASTERN BANK LIMITED 


————enns Head Office: 2 and 3 Crosby Square, London, E.C.3. 





HAMBROS BANK 


LIMITED 


Merchant Bankers 


ESTABLISHED 1839 


Head Office 
41 BISHOPSGATE, LONDON, E.C.2 
West End Branch 


Holborn Branch 
67 PALL MALL, LONDON, S.W.1 


1 CHARTERHOUSE STREET, LONDON, E.C.1 
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THE INTERNATIONAL ECONOMY 


Recession’s Financial Paradox 
The Fed on Two Horses 


MONETARY CONTROL 


Weapons of Central Banking 


CONSUMER LENDING ROUND THE WORLD 


_ Reports from our Correspondents in 
America, Canada, Australia, Germany and Belgium 





Recession’s Financial Paradox 


HERE can have been few occasions when the course of 

the international economy and of international finance 
have veered more widely from general expectations than in 
the past year. Last autumn, the mood of most economic 
observers was one of gloom—though perhaps the pessimism 
was more pervasive among professional economists than 
among bankers and businessmen. America had entered its 
recession, which could have turned out to be its first post- 
war slump; and on the morrow of the severe exchange 
crisis of fifteen months ago, it was widely feared that the 
alleviation brought about by Britain’s unmistakable show 
of determination, exemplified above all in its 7 per cent Bank 
rate, might succumb to renewed commercial and psycho- 
logical strains. The cumulative mounting of the bear 
attack on sterling in the summer had been largely occasioned 
by distrust of Britain’s domestic policy ; but a subsidiary 
element in the crisis was the ricochetting of the difficulties of 
primary producers of the sterling area on to London, invol- 
ving very large drawings on sterling balances to meet these 
countries’ current deficits. The alarming characteristic of 
1957 was that exchange was being lost by very many weakly 
placed countries to those most strongly placed: Germany, 
America and Venezuela were almost the only countries to 
increase their reserves appreciably in that year. America’s 
downturn was giving the difficulties of the commodity pro- 
ducers a further twist; and with the resources of the 
International Monetary Fund largely depleted, it seemed to 
many people that a major creation of new international 
credit was needed if an international liquidity crisis was to 
be avoided in 1958. 

The out-turn has been very different. America has had 
its recession, sharper but apparently also shorter than its 
predecessors, and the deficits of the primary producers have 
got bigger, involving continued drawings on London 
balances. Yet the exchange markets, far from succumbing 
to a renewed liquidity crisis, have enjoyed more stability 





than for many years past. At the same time, the earlier 
fears (which are still potential dangers) have left their 
mark. On the one hand, the toughening of world markets 
and the increased dependence of the less developed coun- 
tries on external capital have forced them to take more note 
in their development planning of financial realities ; indeed, 
the world over there is greater appreciation of the need to 
align domestic aspirations with the means of fulfilling them, 
which often depend to an important degree on relations 
with the world economy. On the other hand, the major 
creditor nations have become alive to the need to provide 
more room for manceuvre in international finance, and have 
agreed to make more credit available, both directly and 
through well tried international institutions. On both counts, 
therefore, the prospects for exchange stability and for 
economic expansion on a sound base appear much more 
favourable than a year ago. That is the paradox of a year 
in which total production in the free world has fallen for 
the first time since the end of the war 


oO a large degree, this mirrors the experience of 
Britain, itself an essential component of the world 
experience. Seven per cent and the other disinflationary 
measures that flanked it deferred any re-expansion of 
the domestic economy, and their delayed impact is largely 
responsible for the current fall in Britain’s output while 
America’s is recovering. But there was no delay in the 
impact on sterling ; and, helped by the fall in the price of 
Britain’s imports, the external cushion has become big 
enough to permit new facilities to countries in special need. 
Correspondingly, the Netherlands and Japan have recovered 
quickly from their difficulties of last year, and both have 
been able to repay credits drawn from the Fund in the 
emergency. 
Not all the maladjustments that contributed to the 1957 
crisis have been corrected. In Europe, Germany’s current 
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surplus has actually increased, while France has not got rid 
of its large deficit. In both cases, however, the effect of 
the continuing maladjustment has been softened. Germany 
is assuming increasing importance as an international 
lender ; and France has gained two temporary but sub- 
stantial windfalls to its attenuated reserves. Early this 
year it received reliefs to a total value of $655 million in 
the first of the major international first aid operations that 
have played a key part in this year’s exchange stability. And 
when General de Gaulle came to power in June, a notable 
revival of domestic confidence (as well as a generous gold- 
indexed loan) brought back to the official reserves some of 
the gold that had been withdrawn into private hoards. But 
the trade balance is still sheltered by the reimposed quanti- 
tative import restrictions, and the underlying financial weak- 
ness of France remains a source of concern. The most 
desperate exchange predicament of the year has been that 
of India, another beneficiary of a combined rescue opera- 
tion: here the $400 million arranged in the summer will 
be sufficient only until next March, and negotiations are due 
to start next month on the provision of another $600 million 
for the next two years. 

Thus the helpful co-operation of world creditors has dealt 
with particular difficulties and averted the danger of ugly 
default. But the stability of world exchanges in general is 
largely a result of the weakness of the dollar. In his major 
work on “ The World Dollar Problem ” published last year, 
Sir Donald MacDougall pointed out the special reasons 
why in the recession of 1953-54 the outflow of gold from 
America was not reversed and why the outflow of private 
capital even increased. In this past recession it has hap- 
pened again. The special influences have not been present, 
but the outflow of gold from America has been still more 
dramatic, following the much publicised reflux of 1957. 

The weakness of the dollar may owe something to the 
belated working of the long run forces on which Keynes 
set so much store in his posthumous article—the matching 
of America’s high productivity by equally high wages and 
costs. Immediately, the weakness undoubtedly owes much 
to the un-Keynesian tendency of businessmen to distrust 
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deficit financing and cheap money and to watch the price 
index. This year’s inflation scare on Wall Street bears 
certain remarkable resemblances to the flight from gilt-edged 
and sterling in 1957. To some extent, however, the outflow 
has been simply in response to interest differentials: 
America’s monetary policy in recession helped its neigh- 
bours as well as itself. 

Whatever its causes, the relative weakness of the dollar 
has underpinned much of this year’s achievement in world 
finances. Thus by augmenting the reflux of gold to London 
it has enabled Britain to bear the strain of financing the 
deficits of the overseas sterling countries ; while the big 
outflow of private dollar capital to the overseas countries of 
the sterling area has broadly met the dollar component of 
the deterioration in these countries’ payments. Issues in the 
New York market have been arranged this year by Australia, 
New Zealand, South Africa and the Central African Federa- 
tion ; the total inflow of non-sterling capital to the overseas 
sterling area in the first six months of 1958 reached $184 
million more than in the whole of 1956 and earlier years. 


T would be wrong to regard the special supports enjoyed 
by the international economy this year as the result 
merely of good luck or of the irrational and unpredictable 
actions of investors. The essential basis of the much in- 
creased and better distributed international flow of capital 
this year, from private and public sources, has been the 
confidence engendered by self-help and financial realism. 
Countries such as Britain and Holland have made a striking 
contribution ; and some progress has been made too in the 
non-industrial countries. This was noted at the New Delhi 
meeting by Mr Per Jacobsson, the forceful managing direc- 
tor of the International Monetary Fund. The IMF has 
found that many governments have welcomed, perhaps for 
internal political reasons, the weight of its advice on cor- 
recting an unsound domestic policy. “The requisites of 
creditworthiness,” Mr Jacobsson says, can be briefly stated : 
“avoidance of inflation and fair treatment of foreign 
investors.” 


IN THE GOLD FLOW* 
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Ten years ago, many economists and nearly all politicians 
regarded the perorations of Mr Jacobsson from Basle 
advocating sound money and interest rates high enough to 
encourage the saver, as out-dated and inimical to economic 
growth. He meets little such hostility today. Painfully, 
the world has learned that sound money is not the enemy 
but the condition of growth: the Keynesian equation did 
not alter the fact that when economies are fully employed, 
more real investment can be achieved only by means of 
more saving, from home or abroad ; and inflation does not 
encourage saving. 

As Mr Black has found at the World Bank, the record 
among developing countries is very uneven: not all of 
them channel outside help to productive purposes. For- 
eign investors have to be satisfied about the soundness 
both of the projects being financed and of the general 
finances of the recipient economy as a whole. If aid is made 
available on political grounds without any assurance that 
these conditions are present or will be achieved, the climate 
for the flow of capital from private investors or from public 
institutions operating on commercial precepts will be 
seriously disturbed. That is why the American proposal to 
set up a new International Development Authority under 
the zgis of the World Bank met with such marked reserve 
among the assembled bankers at New Delhi. There may be 
cases in which poor countries have to be given help on terms 
that are unjustified on commercial grounds ; but there are 
obvious dangers in building what should be exceptions into 
a system. 

Scepticism about the worth of a new “ complementary ” 
institution is reinforced by the increasing scale of activity 
that the existing institutions have achieved. The World 
Bank and the IMF are now real forces in their own right. 
The bank lent a record of $711 million in its year to mid- 
June, which was 75 per cent more than the average of the 
previous three years ; in the July-September quarter it has 
made loans for a further $365 million. The long years of 
intensive preparation of sound schemes are now bringing 
their harvest of accelerating applications: and for the first 
time the bank faces the prospect of its activities being 
curbed by shortage of money. So far it has had great success 
in financing its growing activity by raising bonds on world 
capital markets, Many of the issues have been made outside 
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the United States, but the bonds have mostly been in dollar 
denominations and are in effect guaranteed by the US 
government. The limit of America’s guarantee is now being 
approached, and the proposal to double the bank’s capital 
is designed simply to extend this guarantee by increasing 
members’ uncalled subscriptions. 

The International Monetary Fund has been considerably 
more hampered through lack of resources—though in recent 
months its funds have been replenished a little by repur- 
chases. The increase of 50 per cent in its quotas 
that is expected to be proposed by the executive directors 
would raise IMF’s dollar resources by around $2.3 billion ; 
in addition, repayments are due in coming years of the big 
drawings of 1956-57, including Britain’s $561 million. 
Another source of relief could come from increased lending 
of currencies that are not formally convertible, including 
sterling and the D-mark. The IMF is now considering 
amendment of the present anomalous arrangement that all 
drawings, of whatever currency, must be repaid in a con- 
vertible currency. 

Whether this question will solve itself-through a move to 
formal convertibility of the main currencies remains open. 
For all practical purposes, sterling and most of the main 
Continental currencies are now convertible in free markets 
at a very modest discount. Britain has this year made a 
parallel gesture towards non-discrimination in trade by free- 
ing a further slice of imports from the dollar area. The 
continued move towards free multilateral payments through 
this difficult phase of exchange pressures and recession is 
greatly to be welcomed. But there are now some danger 
signs. America’s imposition of restrictive import quotas on 
certain commodities to pacify domestic producers has caused 
widespread resentment ; while in Europe, the threat of an 
exclusive trading block between the common market Six 
could have wide and unfortunate repercussions. If the 
common market is indeed to be a restrictive block, rather 
than a club that like-minded candidates can join, then it is 
against the spirit of world trading freedom and deserves to 
run foul of Gatt. Countries excluded would inevitably 
be tempted to retaliate. It would be tragic if this deadlock 
were allowed to result in bilateralism and mutual restriction 
and so destroy the hard-won progress towards freer and 
expanding trade that has marked the past decade. 


The Fed on Iwo Horses 


BY OUR WASHINGTON CORRESPONDENT 


-—-» who count on the inevitability of inflation not 
only reveal their contempt for the efficacy of monetary 
policy in stopping inflation ; they also make the execution 
of that policy all the more difficult. That is the dilemma 
which the performance of Wall Street has presented to the 
Federal Reserve System in the past two months. The 
authorities are more determined than ever that inflationary 
psychology should be eliminated, but they do not want to 
accomplish the job at the price of a financial panic or a stock 
market crash. Thus the satisfaction in Washington at the 
remarkable recovery from the recession has partly turned 
to ashes ; the depth of the concern over the consequences of 
the “ inflation-is-inevitable” psychology that has swept 
America cannot be exaggerated. The Federal Reserve is 
unhappy, and a bit frustrated into the bargain. Yet detached 
observers are by no means convinced that the pressures 





towards inflation are irresistible, even without Draconian 
measures ; while in the last resort, as the authorities in 
Britain recognised in 1957, there is always a policy strong 
enough to make its impact. 

There are a number of factual and theoretical strings to 
the bow of those who regard a rising price level as inevitable. 
The main one seems to be that to cure a recession by 
monetary and fiscal means involves a vast increase in the 
money supply, immediate and prospective. Suddenly 
America has become money-supply conscious, to the ridicu- 
lous point where some investment counsellors have been 
known to advise their clients to buy common stocks on the 
basis of a single week’s expansion in bank credit. 


On its face, the situation is indeed somewhat ominous. 
The easy-money period from 
June of this 


until 
the 


November 
reserves to 


last 


year added sufficient 
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banking system to produce an unprecedented rise .of 
$12 billion in bank loans and investments—predominantly 
in holdings of government bills and bonds. This did not 
show up immediately in an increased active money supply, 
but rather in time and savings deposits ; and the level of 
long-term interest rates, pressed upward by an enormous 
flood of new offerings of securities by corporations and state 
and local governments as well as a few Treasury funding 
issues, stopped falling in January. As a result, critics 
of the Federal Reserve were complaining during the reces- 
sion that it was not doing its part in stimulating expansion. 
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But now everyone talks only of the $12 billion and its 
alleged inflationary potential. 

That was one hangover of the recession. The next is the 
huge budget deficit expected in the year to mid-1959, of $13 
billion on a cash basis, produced about half and half by 
falling revenues and rising expenditures (though the swift 
recovery of the economy might check the decline in revenue 
and cut perhaps $2 billion off the deficit). In view of the 
extraordinary weakness of the bond market over the past 
four months, it is felt that the Treasury will have to finance 
this deficit by resort to the banking system, and that the 
Federal Reserve will have to pump up the money supply 
some more. Add the classic “ cost-push ” problem and the 
likelihood of a relatively free-spending Democratic Congress, 
and the investor may appear to have airtight arguments for 
selling bonds and buying common stocks. 

This atmosphere has had a profound infiuence upon the 
thinking of the monetary authorities. Here is a comment 
by the staff of the Federal Reserve Board in late October: 


Expectations of renewed inflation are at least as wide- 
spread today as they were in the early summer of 1957 
(when money was at its tightest in the postwar period). 
They constitute the major current threat to the continued 
progress of our recovery. Investors are being urged on 
all sides to shift their holdings to common stocks as hedges 
against inflation. This is illustrated by the growth and 
formation of investment trusts and by the decisions on 
the part of the private pension trusts to increase the propor- 
tion of common stocks to bonds held in their portfolios. The 
sale of bonds—which constitutes the only means for raising 
market funds to finance public expenditures, State and 
municipal as well as Federal, and a principal means of 
financing industrial growth—is being seriously handi- 
capped. Today, prices of common stocks have risen to 
a point where their average yields are below the yields of 
senior bonds of the same corporations and at approximately 
the same level as average yields on United States Govern- 
ment securities. 











THE ECONOMIST NOVEMBER 22, 1958 


This state of affairs is the aftermath of an extraordinary 
year in the money markets—a year in which fortunes were 
made and lost speculating in Government securities, in 
which the Treasury bill rate rose from under one per cent to 
nearly three per cent in ten weeks, in which the Federal 
Reserve had to resort to an escape clause in its “ bills only ” 
policy to halt a panic, and in which it also made its earliest 
switch away from easy money as the business situation 
turned. The summer’s “debacle” in the bond market is 
an important part of the background of the present belief 
that more inflation is inevitable. 


PECULATORS who had bought the Treasury’s funding 
S issue in February had, as they expected, seen it rise 
briskly in price. When another big financing came up in 
June, with an offer of a long-term bond for cash and a 
seven-year bond as part of refinancing, the speculators 
were eager for more. Some $3 billion more than expected 
of the maturing securities were converted into the new 
seven-year bond, and most of these holdings were acquired 
with almost no cash outlay, on purely speculative grounds. 
The figures of this huge commitment were published at 
just about the time that it was beginning to dawn upon the 
sophisticated that a recovery in the economy had begun. 
Suddenly, the Government bond market collapsed, though 
there had by then been no switch in the Federal Reserve’s 
policy. It exercised the “disorderly market” escape 
clause in its policy of operating in “ bills only” and bought 
long bonds to stem the decline at its worst, when there 
were practically no bids in the market. A week later it 
bought $1 billion of new Treasury certificates on a when- 
issued basis to save a refunding from complete disaster— 
also a break with recent policy. 

Although the central bank proved able with surprising 
ease to extract this flood of reserves from the market, the 
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foundations of the money-supply psychology were laid. As 
the Federal Reserve soon did switch its policy towards 
restraint—raising the discount rate and forcing down free 
reserves in the banks from around $600 million to around 
$100 million—bond yields rose further and short-term yields 
soared. The market was discounting future monetary policy 
far in advance. The resulting unsettlement, which has 
continued up to this writing, virtually ruled out any further 
Treasury funding, and that in turn added to the inflationary 
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psychology. Thus, a courageously timed move by the 
Federal Reserve towards restraint at the very beginning of 
the recovery, far from persuading people that this time 
the boom would not produce a rising price level, had results 
that helped to convince them of the exact opposite. 

The ironic part of all this is that the inflation-is-inevitable 
school may prove to be quite wrong—even on its own money 
supply premises. It is the fact that $12 billion was added 
to bank loans and investments and the active money supply 
has lately moved upward a little. But since July total 
bank deposits have actually fallen, the Treasury deficit 
being financed by securities taken up by the public. More- 
over, the monetary expansion of 1957-58 followed a period 
of two years in which the money supply scarcely increased 
at all. The liquidity of the economy and of the banks seems 
definitely less than at the start of the 1955-57 boom. True, 
the Federal Reserve had to inject $1.2 billion into the 
banking system to save the bond market and the Treasury, 
but it is also true that it took the $1.2 billion right back out 
again. True, the Treasury has a big deficit of which much 
will be raised in the first instance from the banks ; but the 
Federal Reserve believes that this Government borrowing 
may be largely passed on to the public with existing money 
or even matched by a reduction in private loans, so that no 
major consequences for the money supply need be feared. 
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The fact is that at the time when the inflationary psycho- 
logy is taking hold, bank loans and investments have been 
declining a littl—Treasury deficit or no. The latest Trea- 
sury cash financing of $3.5 billion moved out of the banks 
very quickly after it was taken up. Then, there has been 
a surprisingly modest automobile labour settlement, produc- 
tivity is rising rapidly, there is much unutilised capacity in 
the economy, unemployment at 4 million is still well above 
postwar levels, farm and food prices have been easing and 
should continue to ease and, in general, the short term 
outlook for prices is for stability. 

But still there remain the gyrations of Wall Street. Will 
counting on inflation make it so ? That is what the authori- 
ties fear. The Federal Reserve dare not move too sharply 
in the direction of greater restraint, both because of the 
sufferings of the bond market in the past four months and 
because the Treasury will be in the market for new money 
or refinancing in every month for the next four or five. And 
yet there is some hope that Wall Street will again settle 
down and that the facts of the situation will seep home. 
With a determined effort in Washington to get and keep the 
budget under control, and with perhaps a year of stable con- 
sumer and wholesale prices, the current psychology could 
change. If it does, the task of the authorities in keeping 
the psychology quiescent should not be insuperable. 


Weapons of Central Banking 


The ending of the credit squeeze in Britain this summer was made the occasion for the forging 
of a new monetary weapon. The Bank of England is now in a position, if it thinks fit, to curtail bank 
liquidity by calling upon the banks to exchange part of their liquid assets for a non-liquid “ special 
deposit” in its own books. This is an informal and provisional arrangement designed to give the 
monetary authorities an additional instrument pending the recommendations of the Radcliffe Com- 
mittee. Central banks in other countries have also in recent years been supplementing their market 


weapons with new powers. 


FUNDAMENTAL distinction has to be drawn between 
direct regulatory powers of this kind and the tradi- 
tional methods of control. The traditional methods regulate 
the total volume of credit by working through and upon 
the open money market—by raising the price of obtaining 
liquid funds or by reducing the supply of them by funding 
operations. The new “direct” methods seek to regulate 
liquidity without working through the market. It is in that 
sense that they may provide a reinforcing power; but 
in that sense too they offer the authorities a means of escape 
from the discipline that the market apparatus imposes. 

On these grounds, many people in Britain—and even, 
perhaps, the monetary authorities themselves—hope that the 
new weapon of special deposits never will be brought into 
play. Britain, with its highly organised money and capital 
markets and its close-knit commercial banking system long 
accustomed to the leadership of the Bank of England, 
should be better able than most other countries to make the 
market apparatus of central banking control work satisfac- 
torily. The drift towards the “direct” types of monetary 
control elsewhere, however, is no longer mainly confined, 
as it formerly was, to countries having no organised capital 
market or only rudimentary banking systems. 

The introduction of such controls, and especially of 
minimum or variable liquidity requirements, has been a 
feature of the postwar revival of active monetary policy 
which in the last few years has gathered momentum. The 


What form do these take ? 


traditional weapons of central banking remain, indeed, as an 
integral part of monetary policy. Almost all west European 
countries and many others have used a flexible Bank rate 
policy in recent years. Open market operations, too, are con- 
ducted by the central banks of most countries that have, or 
are developing, active money and capital markets. Open 
market policy has indeed been generally recognised as ideally 
the most effective instrument of credit control, and in a num- 
ber of countries in recent years official and private encour- 
agement has been given to the development and broadening 
of money markets—notably in Belgium, France, the Nether- 
lands, Norway, West Germany, Canada, India, South Africa 
and Japan. 

The market weapons cannot, however, be employed 
with anything like the same efficacy in the less developed 
economies where there is virtually no open market 
in which to operate. Even in those countries in which the 
banking system and financial institutions are highly 
developed, restrictions on international capital movements, 
high rates of taxation under which bank charges are offset 
against earnings, and the much greater part now played in 
the economy by government borrowing and spending have 
tended to blunt the edges of the accustomed instruments. 
Moreover, the force of those weapons was for a time limited 
in many countries by the excess liquidity accumulated in the 
banking system as a result of the war. Indeed, the renewed 
effectiveness of discount rates in many west European coun- 
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tries in the recent phase has been largely due to the mopping 
up of this war-inherited excess liquidity through rising 
production and prices and appropriate fiscal policies. 

In recent years the tendency in most countries has been 
to reinforce a flexible Bank rate policy by important non- 
market monetary measures such as selective credit controls, 
the direct limitation of bank advances, and, in particular, 
compulsory cash and liquidity reserve requirements. In 
some countries such as New Zealand and Peru, commercial 
bank cash reserve requirements have actually become the 
most active weapon of monetary policy (24 changes in 
reserve ratios were announced in New Zealand between 
1952 and July 1958). 

Originally, the statutory fixing of minimum cash reserve 
requirements and liquidity ratios was introduced, in some of 
the older banking systems, not primarily for credit control 
but rather to safeguard bank liquidity and to protect the 
public’s right to exchange its bank deposits for cash. In 
the United Kingdom there are no legal requirements but 
the convention that the clearing banks maintain a minimum 
(and little varying) ratio of 8 per cent “cash” to deposits 
is now as firm as if it were enforced by law. 

The possibility of varying prescribed cash ratios as a 
means of credit control was first considered by American 
authorities in 1917. The idea was taken up by Keynes, 
and by the Macmillan Committee, in its report in 1931. 
Nothing, however, came of the suggestion, and the first 
country to make use of this weapon was the United States. 
Legislation in 1933 and 1935 gave the Federal Reserve 
Board authority to change the reserve requirement percent- 
ages of member banks, up to maximum levels of twice the 
ratios that had been fixed by law since 1917. Table I shows 
the range of discretion given to the Board and the require- 
ments now in force. Despite the many changes that have 
taken place in the Board’s reserve requirement ratios over 
the past 22 years, alterations in these ratios are not nowa- 
days regarded as a normal method of short-term credit 


TABLE | 
UNITED STATES RESERVE REQUIREMENTS 


Minimum and Requirements 


| 
Member banks of Federal | 


Reserve System pena eet = 
}  Fequirements Nov., 1958 
t per cent | per cent 
Time deposits : all member banks.. 3to 6 i > 
Demand deposits : } 
Central Reserve City banks (New } | 
York and Chicago)........... j 13 to 26 | 1g 
Reserve City banks ............ | 10 to 20 16'2 
Other member banks.......... 


7 to 14 a 


control. The weapon fs reserved mainly for effecting major 
adjustments in the volume of available bank reserves to 
correct structural changes in the liquidity of the banking 
system or to emphasise and accentuate general monetary 
policy. For more flexible and frequent adjustments of the 
supply of reserves to the current credit needs of the 
economy, the system relies upon open market operations to 
release or absorb reserve funds, 

There is widespread agreement in the United States that 
the existing requirements are too high. It is probable, there- 
fore, that the Federal Reserve will continue to take the 
opportunity during periods of easy money policy, as it did on 
three occasions in 1958, to lower the percentage ratios. 
Once the ratios have been brought down to a more appro- 
priate level they are not likely to be changed except under 
extraordinary circumstances. 
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TABLE Il 


VARIABLE CASH RESERVE REQUIREMENTS OF 
COMMERCIAL BANKS IN SELECTED COUNTRIES 


(October, 1958) 





| estab- | 


ability 


ARGENTINA | 





AUSTRIA 


Year of | 

Form of 
lishment Reserve 
of vari- | Requirements 


liabilities to 
which Reserve 
Requirements 
are related 


Form of 





1958 | Deposits with | 
central bank. | Time and savings 
| deposits. 
| Increases in de- 
| mand deposits. 





| Demand deposits. 


Range of Cur- 
variation rent 


permitted | mini- 
to central | mum 
bank ratio 

% %o 

— 20 

— 10 

— 50 


——|| ———— | 


1941 Special 
| accounts 
| with central | 
| bank (bearing' 
| 14% interest).| 


1955 | Deposits with | Total deposit lia- 
central bank | bilities. 
and Postal 


savings bank. | 





CANADA | 1954 





CEYLON | 1950 


FEDERATION | 
OF RHODESIA 
AND 
NYASALAND | 


WESTERN 


GERMANY | 


HAITI 








,NETHERLANDS | 1954 


NEW 
ZEALAND 








NORWAY 


PARAGUAY 


SYRIA 


UNION OF 
SOUTH 
AFRICA 


VIETNAM 


Deposits with Total deposit lia- 
central bank; bilities. 
| central bank | 





notes. 


Deposits with Demand deposits, | 


central bank; 
other assets 





including over- 
drafts. 

may be per- | Time and savings 
mitted. | deposits. 


system. 
o-15 5 
812 | 8 
(maximum | Set by 
"change: 1% | the Bank 
at a time: Act. 
| month’s 
notice) 
10-40 10 
5-20 5 


Up to 100 | None 


mand deposits. -| (maximum 


' 
' 
j | ‘ 
i Increases in de- 
j 


change: 4% 


Deposits with Demandliabilities. 
central bank. Time liabilities. 


per month) 
3-10 3 





Deposits with Demand deposits: 
central bank. | Residents. 

Non-residents. 
| — deposits: 
Residents. 

! Non-residents. 
\ Savings deposits: 
{ Residents. 

| Non-residents. 


First | Deposits with Total deposit lia- 


change | central bank;) bilities. 
of ratio cash. 
in 1957 | 








| Deposits with Total deposits. 
central bank. 


| 


| 1936 | Deposits with Demand deposits. 
} central bank; 
central bank 


; motes. 


Time deposits. 


1955 | Deposits with Demand 
central bank. liabilities. 





1944 | Deposits with Demand deposits, 
including . over- 


central bank. 
drafts. 
| | Time deposits. 
} | Savings deposits. 
| |Increases in de- 
posits. 


1955 Deposits with Demand deposits. 


central bank; 
cash, 








1956 | Deposits with Demandliabilities. 
central bank. Time liabilities. 


| liabilities. 


1955 Deposits with Deposit liabilities. 
central bank. 





| Increases in total 











Set by 30 
Cabinet 
decree. 
0-15 10 
(but in 
practice 
10% re- 
garded as 
the 
maximum) 
| j 
| From 7 up 28'2 
| (july, 
1958)t 
From 3 up 10 
| | (May, 
 1957)+ 
| 0-25 10,5, 10* 
| } 
| 10-50 25 
10-50 50 
} 40-50 30 


| Up to 100. | 50 


' 








|Setby the; 15 
| Govern- 
j ment | 


10t | 10 
3t 








aw 


+ 
Up to 
| 90% above 
| minimum 
cash ratios. 


10-35 | 15 


— — 


* Depending on size of bank. (+) Since May, 1957 the Reserve Bank of New Zealand 


has only announced major alterations. 
liabilities above minimum cash ratios. 


(4) The maximum is 10 per cent of total 
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THE STANDARD BANK 


OF SOUTH AFRICA LIMITED 


We maintain over 800 offices throughout the Union of South Africa, South West 


Africa, the Federation of Rhodesia and Nyasaland, Kenya, Uganda, Tanganyika 


and Zanzibar. 


This vast network enables us to provide a complete banking service for all with 


business interests in that part of the world. 


HEAD OFFICE: 10 CLEMENTS LANE, LONDON EC4 


Other London Offices at: 63 LONDON WALL EC2 9 NORTHUMBERLAND AVENUE WC2 
and SUFFOLK HOUSE, 117 PARK LANE Wl 


New York Agency: 67 WALL STREET * 


Hamburg Agency: JUNGFERNSTIEG 7 


AGENTS AND CORRESPONDENTS THROUGHOUT THE WORLD 





THE ROYAL BANK 
OF SCOTLAND 


Incorporated by Royal Charter 1727 


HEAD OFFICE 
St. Andrew Square, Edinburgh 


~*, 
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D-WIDE BANKING “ 
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The Royal Bank of Scotland, with Branches throughout Scotland 
and in London, and Correspondents in all parts of the world, 
offers a complete modern Banking service. 


Chief London City Office: 3 BISHOPSGATE, E.C.2 


Associate Banks : 
GLYN, MILLS & CO., London 
WILLIAMS DEACON’S BANK LTD. 
Manchester, London and Branches 








Exporting? 


India, Pakistan, Ceylon, Burma, Kenya, Uganda, Tanganyika, Aden, 
Zanzibar, Somaliland Protectorate and Northern and Southern 
Rhodesia ... these are all potential markets for exporters, but only 
for the right goods at the right price. The National Overseas and 
Grindlays Bank Limited—a recent amalgamation between the 
National Bank of India and Grindlays Bank—has branches in all 
these territories, and the exporter is thus provided not only with a 
full range of banking services but also with vital information on such 
subjects as the local demand for his product and the buying habits of 
his potential customers. For importers, too, the bank provides a 
comprehensive information service based on ‘on-the-spot’ reports 
from its branches. 


NATIONAL OVERSEAS AND 
GRINDLAYS BANK LIMITED 


Head Office: 26 Bishopsgate, London, E.C.2 
London Branches: 54 Parliament St., S.W.1 : 13 St. James’s Square, S.W.1 


Shipping, Passage and Insurance Departments: 9 Tufton Street, S.W.1 


General Manager: W. Kerr Deputy General Manager: G. T. Gillespie 
Assistant General Manager: H. D. Cayley 
Bankers to the Government in: 


ADEN * KENYA * UGANDA * ZANZIBAR AND SOMALILAND PROTECTORATS 


OO 
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BROWN, SHIPLEY 
& (CO. LIMITED 


FOUNDED 1810 


Inquiries Invited 


For All Banking Services 


FOUNDERS’ COURT, 
LOTHBURY, 
LONDON, EC2 


Telephone: 
MONarch 9833 


Telex: For Ex. 28623 


General 28605 








AND 


Serves Scottish Industry 









Leader in Scottish Banking since 1695 
' Y 7032 
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SWISS BANK | 
CORPORATION 


(A COMPANY LIMITED BY SHARES, INCORPORATED 
IN SWITZERLAND) 


99, GRESHAM STREET, LONDON, E.C.2 
llc, Recent Street, Lonpon, S.W.1 


New YorK AGENCY 


15, Nassau Street, N.Y. 
AND 49th STREET OFFICE 


1872 


RESIDENT REPRESENTATIVES IN PARIS 
RIO DE JANEIRO AND BUENOS AIRES 
AFFILIATED COMPANIES: 


SWISS CORPORATION FOR CANADIAN INVESTMENTS 
MONTREAL, CANADA 
BANQUE FRANCO-SUISSE POUR LE MAROC 
CASABLANCA, MOROCCO 


BASLE - BIENNE - LA CHAUX-DE-FONDS 
CHIASSO - GENEVA - HERISAU 
LAUSANNE - LE LOCLE - LUGANO 

NEUCHATEL - NYON - ST-GALL 
SCHAFFHOUSE - ZOFINGUE - ZURICH 


CAPITAL & RESERVES: SWISS FCS. 280,000,000 










HENRY 
ANSBACHER 


AND COMPANY 


Bankers 


117 BISHOPSGATE LONDON 


Telephone AVENUE 1030 
Telegrams: Ansbacher, London. Telex: London 28521 


EC2 


Enquiries :elating 1o Eire should be addressed to 
ANSBACHER & Co. Ltp.. 85 Merrion Square. Dublin Eire. 
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Outside the United States, variable reserve requirements 
were in force in 1958 in more than forty countries, and a 
statutory authority for the central bank to establish and vary 
reserve ratios has become a common feature of central bank- 
ing legislation.* The wide use of this instrument in many 
of the less industrialised countries is explained by the 
fact that it may be effective even when there is no well- 
developed money and capital market. Table II summarises 
some of the different forms of these requirements. 

Certain countries have also established special minimum 
requirements, often called variable liquidity ratios, which 
include government securities, and sometimes government- 
guaranteed securities and commercial bills, in addition to 
cash among their eligible assets. In most of these 
countries such requirements have been introduced with the 
intention of reducing the banks’ liquidity. But past experi- 
ence, particularly in Belgium and France, and with Treasury 
deposit receipts in postwar Britain, has shown that this form 
of credit control is open to abuse by providing a facile 
method of inflationary government borrowing. Clearly, 
minimum liquidity ratios do not necessarily have any credit- 
restricting effect unless they are used in conjunction with 
appropriate fiscal and bond market policies. 

Cash is included in the liquidity ratios in some countries 
that also have minimum requirements for cash alone: this 
is the practice on a stand-by basis in the Netherlands, 
as well as in countries such as Cuba that do not 
possess mandatory cash ratios. In the United Kingdom, 
where the reserve requirements are conventional, the cash 
reserves are included in the minimum liquid assets ratio. 
The special deposits scheme now being contemplated would 
be used to supplement the “ market ” methods of prevent- 
ing the liquidity ratio from rising undesirably above the 
conventional minimum (about 30 per cent at the seasonal 
low point). 

The new scheme in readiness for Britain has much in 
common with the Australian system of “ special accounts.” 
This system was established in Australia in 1941 to lessen 
the wartime increases in bank liquidity and has long been the 
main instrument of central banking control. The trading 
banks may be required to put a proportion of any increase in 
customers’ deposits into special accounts with the Common- 
wealth Bank. The method of control at present empowers 
the central bank to direct each commercial bank, virtually 
without notice, to lodge with it in special accounts amounts 
equivalent to those held in such accounts as at October 
1952 plus up to three-fourths of the increase in customers’ 
deposits since that date. In recent years, the ratios have 
in fact been the same for all the major trading banks. The 
agreed minimum liquidity ratio, which is not published but 
is believed to be about 15 per cent, is in effect a supple- 
mentary requirement. The special accounts carry interest 
but it has been official policy to keep the rates at the lowest 
practicable level (at present } per cent). Australian experi- 
ence in the past two years has again shown how this device 
can be used as a means of relaxation, as well as of tightening, 
and thus of softening the impact on the banking system 
of variations in the wool cheque and fluctuations in the 
balance of payments. In recent months substantial releases 
have been made from special accounts. 

In some countries, notably in Latin America, there are 
supplementary reserve requirements related solely to 

*The most comprehensive recent study of these techniques, 


and of other new developments of control, is that made by Peter G. 
Fousek, “Foreign Central Banking: The Instruments of 


Monetary Policy,” for the Federal Reserve Bank of New York. 
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increases in deposits. In Colombia the reserve required for 
additional deposits was actually raised to 100 per cent early 
in 1958, in order to help curb domestic inflationary pres- 
sure. In Mexico, by contrast, where the rate of growth 
of real national product slowed down a little in 1957, a 
simplification of the system of reserve requirements in 
July 1957 reduced them from their previously high level. 
Under existing legislation these requirements have recently 
also been introduced in Argentina where, by April 1958, 
the cost of living was 24 per cent higher than a year before, 
while there was a considerable deterioration in the balance 
of payments. The minimum ratio in South Africa was 
raised to 4 per cent last July; the central bank in fact 
has legal powers to impose requirements of up to 90 per 
cent, subject to a maximum monthly increase of 2 per cent. 

In many countries a distinction is made in the regulations 
between reserves against demand deposits and reserves 
against time deposits ; as a rule higher reserve ratios have 
to be held against demand deposits. Only Paraguay has 
higher requirements against time and savings deposits, while 
Norway and Syria have requirements against demand 
deposits only. This discrimination between different forms 
of bank deposits is apparently based on the assumption that 
the deposits that are more active are the more likely to 
cause inflation. Since the early fifties, however, the ten- 
dency has been for a single flat ratio to be imposed for all 
types of existing deposits. Thus the monetary authorities 
of Austria, Canada, Haiti, the Netherlands, and Vietnam 
have all placed their trust in a single percentage rate. 
But there have been exceptions. Since 1956 the Federation 
of Rhodesia and Nyasaland, India, South Africa and 
Argentina have introduced variable cash reserve require- 
ments which discriminate between demand and time 
deposits. 


In Western Germany requirements against deposits of 
non-residents have been set at a substantially higher level 
than for those against deposits of residents; this was 
designed specifically to discourage the inflow of foreign 
short-term capital. Western Germany also provides for 
different reserve ratios for banks of different size, as in 
various ways do the Netherlands and Norway. Switzerland 
did so until March 1958 when the Swiss National Bank 
abolished the gentleman’s agreement under which the 
majority of Swiss commercial banks had submitted volun- 
tarily to a system of minimum reserves. At the same time, 
the Swiss National Bank terminated the agreement under 
which foreign-held deposits above a certain amount had 
not earned interest. 


The discriminatory use of reserve requirements is only 
one among many kinds of selective and direct credit con- 
trols that have been widely employed in recent years. Other 
prominent measures include quantitative limitations on re- 
discounting at the central bank, sometimes combined with 
differential re-discount rates ; advance deposit requirements 
for imports ; capital issues controls ; hire-purchase controls ; 
and central bank “ directives” or informal agreements on 
selective screening or quantitative limitation of bank 
advances. In general, these adjuncts to control through the 
interest rate are of greatest significance in countries with the 
least developed monetary and banking systems. It is no 
accident that the central bank in Britain has hitherto been 
able to dispense with a mandatory regulation of bank 
liquidity. Reliance on the market weapons, however, 
demands not merely existence of a market but sufficient 
will of the monetary authorities to use it. 
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CONSUMER LENDING ROUND 
THE WORLD 


Buying on credit and repaying through the discipline of 
regular instalments has in all advanced countries 
accelerated rapidly in recent years. To some degree 
it is the natural accompaniment of mass production 
and the rise in living standards of the working popula- 
tion. It is a relatively new phenomenon, and in most 
countries the established credit mechanism was 
designed for different methods. As a result, the 
new credit has been supplied in large part through 
new institutions, on the fringe of City finance and 
of a character very different from the old-estab- 
lished banks. But increasingly, and now also in 
Britain, the banks them- 


selves have entered the (1) (2) 


ring, either o directly ed Hire Personal and 
through subsidiaries. It is Purchase —_—_— Professional 
Debt Bank 


Outstanding* 


revealing to study the dif- 
ferences, and the similari- 


ties, in the experience and 


£512 m. £350 m. 


problems of banks in 
: ae aE ou, $20,602 m. $46,860 m.t 
different countries in this 
Canada... Can.$1,250 m. Can.$880 m. 
venture. - aaa 
ermany. ° m. na. 
In England and Scotland, 
‘ Australia. £A350 m. £A134 m. 
it may be recalled, all the 
= Belgium.. Frs.5,550 m.  Frs.21,765 m. 


important deposit banks 
except Coutts have this 


Advances 


Latest figures or broad estimates 


* Instalment credit owing to institutions other than from banks. 
t Includes real estate loans. 


year acquired participations in the capital of existing 
hire-purchase companies; some banks have taken a 
minority interest and others have bought the full 100 
per cent. All but one of the leading finance houses 
now has a bank affiliation, though this is enjoyed by 
none of the many hundred small houses. Secondly, most 
of the banks are offering formalised “ personal loans.” 
These are designed for special expenditures, but the 
loans are granted on the integrity of the borrower, and 
the item purchased is not taken as security. The interest 
charge is 5 per cent a year added to the initial amount 
of the loan, and repayment is in fixed monthly instal- 
ments over periods up to 
two years. The debt is can- 





(3) (4) (5) 


daadi on: Gi , celled in the event of 
cen bunehanen hestaanen death Tw f the bi 
Instalment | Debt (1+3) Debt Owed = 0 0 € g 
— 2, ee English banks and one 
Spending Banks Scottish bank have stood 
dion " vee apart from this scheme 
ean m. | a, 
en ioe ‘ (though they, as others, 
’ m. . 
. : will grant unsecured 
nwa. na. 
wisi ‘ es overdrafts to personal 
m. 
‘ : borrowers); these are 
n.a, f.a. . 
also. the banks’ with 
Frs.3,750 m. 25 40 


the largest stake in hire- 
purchase companies. 





America’s Credit Economy 


BY OUR SPECIAL CORRESPONDENT IN NEW YORK 


© buy now and pay later has become in the United 

States a simple dictum of commonsense ; and the 
volume of instalment credit outstanding has risen from 
$45 billion in 1939 to a current figure of $33 billion. This 
is equal to around 11 per cent of a year’s total personal 
income, after tax, compared with 6} per cent in 1939. 
Instalment financing represents about three-quarters of all 
consumer credit. The remaining quarter comprises straight 
loans, mainly from the banks, and the short-term credit 
facilities that are being increasingly offered by shops, hotels, 
restaurants, transportation and petroleum companies and 
others. 


Banks in First Place 


The commercial banks have since the war moved into 
first place as a source of instalment credit: they now pro- 
vide 38 per cent of the total. But to acquire and maintain 
this position, they have had to supplement direct lending to 
customers with direct purchase of dealers’ paper. Although 
some banks do not indulge in this type of business, the 
trend is upward ; the proportion of purchased automobile 
paper to the banks’ total instalment lending increased from 
20 per cent in 1950 to 31 per cent at the end of Jast year. 





Before the introduction of personal loans, personal 
lending by the American banks was relatively small ; the 
personal overdraft on the English model has never become 
common practice. The first personal loan department was 
opened in 1928 by the First National City Bank of New 
York, then the largest commercial bank in the United 
States. While other banks in the larger cities followed this 
lead, personal loans were not generally accepted as a proper 
field of commercial banking until the second half of the 
1930S. 

Many otherwise reluctant banks were brought into 
consumer lending by the National Housing Act of 1934. 
which offered to insure against loss loans to owners of home 
and business property for modernisation and repair. 
Instigated as a measure to counter the depression, this 
programme has become a permanent feature and one 
virtually monopolised by the banks, because the rates 
stipulated have been too modest for other lenders. More- 
Over, consumers’ repayment records were unexpectedly 
good, even in the depression, and the banks were finally 
convinced that instalment loans represented good business. 
Today, the great majority of the nation’s 13,500 commercial 
banks participate, in some measure, in consumer lending. 
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The Personal Loan 


In granting personal loans, the American bank does not 
generally expect collateral, although this is often rewarded 
with a lower interest rate. Automobiles are frequently 
accepted as collateral when personal loans are extended for 
their purchase. But the bank is interested primarily in the 
credit-worthiness of the prospective borrower. Its investi- 
gations centre on his past credit record, if any; on the 
number of years he has lived at his current address; on 
the amount of his earnings and the stability of his job. 
Its task is made easier by public acceptance of the practice 
by which the different banks exchange full information on 





TABLE 4 
LOANS OF US COMMERCIAL BANKS 
Total Loans m——— Instalment Loans —-_—_ 
Per cent of Per cent of 
total total 
End of year $ billion $ billion bank instalment 
loans credit 
Fae seca 17-2 1-1 6 24 
> ae 26-1 0:7 3 29 
1950 .... §2-2 5:8 i 39 
CSO secs 70-6 8-8 13 37 
i ee 75-2 10-6 14 37 
Pee secs 90-3 11-7 13 37 
a 93-9 12-7 i4 37 





the credit standing of their clients; moreover, each town 
has its credit bureau which serves as a clearing house for 
all relevant information of this type. 

A bank may require a loan to be guaranteed by one or 
more “co-makers” who become jointly or individually 
responsible in case of default ; one bank at least automatic- 
ally demands a co-maker from people in what it considers to 
be potentially irregular jobs, from barbers and beauticians to 
waiters and waitresses. But this practice has been losing 
in popularity since neither the clients nor the banks like 
to make enemies. Many alternative arrangements are made. 
The “wage assignment” entitles the bank to collect, if 
the borrower defaults, up to ro per cent of his earnings 
directly from his employer,; New York state law permits 
this provision, but many states do not. Of growing 
popularity is an arrangement by which the borrower agrees 
that his instalment payments shall be deducted from his 
wages at source and forwarded to the bank by his employer. 
Loans are not generally confined to a bank’s customers ; in 
some states indeed the bank is not allowed to make a 
deposit a condition of the loan. 

Interest charges on these loans vary throughout the 
country ; the quoted rate per year, charged on the initial 
balance, varies from about 4 per cent to 8 per cent or 
more. Intense competition and a large market give New 
York the lowest rates ; currently they range up from 4} per 
cent, or an effective rate on the average balance outstanding 
of just over 8 per cent, with life insurance included. Losses 
from default have proved negligible—under one-quarter 
of 1 per cent of outstanding credit—but the cost of 
administration is high. Accordingly, interest charges on 
personal loans do not fluctuate with the prime loan rate ; 
the First National City Bank of New York, which operates 
a giant personal loan department, has made only one change 
(a small increase) in twenty years. However, a more liberal 
policy towards borrowers is increasing collection costs and 
the trend is toward slightly higher rates. The loans are 
repayable over periods of between 12 and 36 months ; for 
some purposes—for instance for home improvement and 
small businesses—the term may be longer. Most states 
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put a legal limit both on the maximum rate of interest and 
on the size of the individual bank loan ; in New York these 
limits are 6 (effectively about 12) per cent and $5,000. 


Finance Companies 


The other financial institutions catering to the public’s 
credit needs are sales finance companies, retail stores, con- 
sumer finance companies, credit unions and other small 
lenders. The sales finance companies, today the second 
largest source of instalment credit, grew up with the automo- 
bile industry, and their consumer credit is still predomin- 
antly for the purchase of automobile paper from dealers. 
While the activities of the banks have undoubtedly clipped 
the expansion of these companies, they have maintained 
their prewar share of 27 per cent of all instalment financing. 
Since the sales finance company is not a lender in the direct 
sense, it must look to the prospective resale value of the 
item purchased, which is the collateral ; part of the risk, 
however, is usually borne by the dealer through recourse or 
repurchase arrangements. Some states impose maximum 
interest rates on sales finance companies, while in others 
the companies operate under the general usury laws. In 
New York the maximum is 7 per cent but in other states it 
can be as high as 9 per cent. Rates charged are usually up to 
the maximum except where intense competition from the 
banks drives them down. The sales finance companies pro- 
vide credit to a large section of the population that either 
would not qualify for a bank loan or prefers a simpler, 
though costlier, transaction on the spot with the dealer 
from whom the goods are purchased. Retail stores, which 





TABLE Il 
HOW INSTALMENT CREDIT IS SPREAD 
($ billion) 
Banks, finance companies and retail trade : 
Other Repair & Total 
End of Auto- consumer modern- Personal _Instal- Other 
Year mobile goods isation loans ment Consumer 
paper paper loans Credit Credit 
Pee aeces 1-5 1-6 0-3 1-1 4-5 2-7 
1945 ..... 0-5 0:8 0-2 1-0 2°5 3:2 
eee 6:1 4-8 1-0 2-8 14-7 6-7 
Pern avee 9-8 6°8 1-6 5-4 23-6 8-7 
Ue saces 13-5 7-6 1-7 6-2 29-0 9-7 
le. eee 14-5 8-5 1-9 7:0 31-8 10-3 
eee 15-5 8-7 2-0 7-9 34:1 10-7 
1958 :— 
August . 14-6 8-3 2-0 8-3 33-2 10-0 





before the war provided the largest single source of instal- 
ment finance, have turned increasingly to the banks and 
the sales finance companies. 

Consumer finance companies specialise in small personal 
loans ; security, where it is required, takes the form of a 
chattel mortgage on household goods or automobiles. Most 
of the states impose a ceiling of $500 or less on the size of 
these loans—although California permits loans of up to 
$5,000-—and maximum interest charges of, usually, 3 per 
cent a month (not year) on the unpaid balance. Credit 
unions, in which the capital is provided by the co-operative 
and much of the labour is given free of cost, offer somewhat 
cheaper loans ; interest charges are usually limited by law to 
I per cent a month on the unpaid balance. 


Banks’ Indirect Interest 


Apart from their direct participation in consumer credit, 
the commercial banks are also a major source of capital for 
the other lending institutions. An estimate has put this 
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indirect commitment of banking funds to consumer credit 
at rather less than one half their direct involvement. Taken 
together, the banks are thus responsible for financing well 
over half the total of all consumer credit. 

Some go per cent of the banks’ loans to other lending 
institutions goes to the sales finance companies, but their 
relationship to the banks is carefully circumscribed by law. 
With minor exceptions in a few states, no bank may own 
stock in a sales finance company, nor may its loans to any 
one borrower exceed a given percentage of the bank’s own 
capital and surplus. The sales finance companies normally 
receive preferential treatment from the banks, partly because 
they are large and continuing customers and partly because 
they have an excellent credit record ; interest charges to 
them are lower than to other customers and credit is un- 
secured. Loans are predominantly for a short-term—few 
have an original maturity of more than one year—but they 
are often renewed automatically by the borrower upon 
maturity. 

Unlike the British finance houses, the sales finance com- 
panies may not accept deposits from the public. Apart from 
the lines of credit extended by the banks, their capital 
requirements are met from the direct sale of short-term com- 
mercial paper, from medium and long-term borrowing and 
from retained profits. Insurance companies, pension and 
trust funds, and business corporations have become large 
direct buyers of their commercial paper ; these investments 
offer them a higher reward than do Treasury bills, and 
are regarded as little inferior in safety and liquidity. 
While the larger companies have little difficulty in raising 
funds outside the banking system, smaller companies, and 
also the consumer finance companies, must lean more 
heavily on the banks. 

Total loans of commercial banks today total $933 billion, 
and investments (including bills) some $88 billion. Direct 
instalment loans now account for 13} per cent of all loans, 
compared with 6 per cent in 1939. Despite this increase, 
instalment credit is still small compared with the credits 
extended to business (43 per cent of total loans) and to real 
estate (25 per cent). 

But the practice of individual banks varies enormously. 
For some banks personal loans represent litthe more than 
@ necessary and minimum public relations service, but for 
others they account for a third or even half of total loans. 
One reason for this wide diversity is that personal loan 





THE ECONOMIST NOVEMBER 22, 1958 


operations are only profitable if undertaken on a large scale. 
A determination of the profitability of the banks’ consumer 
credit operations is, however, largely obscured by the 
absence of any generally accepted accounting method for 
allocating a share of overhead costs or a uniform interest 
charge on the capital involved ; some banks make allowances 
on the basis of the Federal Reserve discount rate, or the 
yield on US Government bonds. 


Official Control 


Official controls on instalment buying, covering minimum 
down-payments and maximum maturities, have been 
imposed on three occasions—in the last war, for a brief spell 
in 1948-49, and during the Korean crisis. In the absence 
of direct controls, consumer credit is in theory subject to 
the same monetary influences as are the other users of 
credit. However, a mammoth research study sponsored by 
the Federal Reserve Board and published in 1957 gave some 
substance to the view that this sector of credit, while not 
immune to changes in the cost and supply of money, is far 
more responsive to changes in the public’s demand for 
instalment credit. In particular, the large sales finance com- 
panies (and business is heavily concentrated in three or four 
giant corporations) were shown to be fairly immune to 
indirect credit restraint. Their customary practice of main- 
taining unused credit lines with the banks cushions the 
impact of tighter credit, and, where short-term funds are 
cut back by the banks, they can usually switch to longer-term 
financing. Interest charges under these conditions may rise, 
but the larger companies, with their eyes fixed primarily on 
the volume of their turnover, can absorb these increases or, 
if necessary, pass them on to the consumer. Credit restric- 
tion impinges primarily on the smaller company which 
cannot switch to long-term financing. 

Each wave, or threat, of inflation brings renewed examina- 
tion of the arguments for and against controls. Past experi- 
ence has emphasised the extreme difficulty of enforcing 
controls except in war-time when the goods themselves are 
scarce. The widespread practice of trading-in old cars for 
new, for instance, makes the actual size of the downpayment 
a highly elusive factor. Maturity terms are somewhat more 
concrete, but even here the administrative task of super- 
vision is enormous. Thus far, the American public’s 
voracious appetite for credit has largely defied restraint. 





Canadian Banks Unimpressed 


BY OUR OTTAWA CORRESPONDENT 


, 
INANCING of consumers’ purchases plays only a small 
part in the direct lending of the Canadian banks, 
though indirectly the banks provide a substantial part of 
the assets of the finance companies which do most of the 
hire-purchase business with the public. Two of the banks 
—the Canadian Bank of Commerce ever since 1936, and 
the Bank of Nova Scotia just this year—have made special 
arrangements to give their customers instalment finance for 
specific expenditures. All the banks make personal loans 
without regard to purpose. These loans may be secured 


by marketable stocks and bonds, by individual guarantors 
or merely by the credit standing of the borrower. 

The regular business of instalment finance is not specially 
attractive to the banks. 


Admittedly, the banks are specifi- 


cally excluded from the operation of the Small Loans Act, 
which limits interest rates on unsecured loans granted by 
personal loan companies. The limits are 2 per cent a 
month on loans below $300, 1 per cent on those between 
$300 and $1,000, and 3 per cent above $1,000, and since 
these rates were fixed by legislation in 1956 hardly any 
business has been done by the loan companies in amounts 
of over $1,000. But the chartered banks are forbidden by 
the Bank Act to charge interest of more than 6 per cent 
per year ; and at that rate they cannot maintain the sort 
of records and collection system necessary to look after many 
small loans or collect regular monthly instalments (the true 
interest rate on personal loans in the United States ranges 
up from 8 per cent and in Britain is a little higher). 
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Soh net, 
“” 


. New business 
contacts in 


Canada 


To those interested in ex- 
porting to or establishing a 
subsidiary or branch crgan- 
ization in Canada, The 
Canadian Bank of Commerce 
is equipped to provide 
practical help and guidance.* 


Abroad view 


If you are looking for further development 
of your export business our Overseas Branch 
can be of inestimable service. It is in 

touch with correspondents in every market 
and, because it handles a vast overseas 
business, there is scarcely an export problem 
for which its specialist staff cannot find 

an answer from their hard-won experience. 
Our staff are encouraged to give personal 
service to every customer and the Manager 
of our nearest Branch is always ready to 
deal with your enquiries, whether they may 
be connected with overseas business or with 


For complete, accurate 
and up-to-the-minute in- 
formation on the Canadian 
business scene, address your 
enquiries to The Canadian 


the many other facilities we can offer. 





National Provincial 
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‘Martins have always been most helpful. 
Their district head office is familiar with 
all the special problems of this area so they 
are able to see things from our point 
of view. That’s why we bank at Martins.’ 


artinsHank._. 


HEAD OFFICE: 4 Water Street, Liverpool 2 
DISTRICT HEAD OFFICES: London, Liverpool, 
Birmingham, Leeds, Manchester, Newcastle upon Tyne 16 
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Che Bank of Adelaide 


Incorporated in Australia in 1865 with limited liability 








and concisely, is the function of 
































the information service of The 
Bank of Adelaide. This service, 
together with every kind of 
banking facility, is available 

at our London Office and all 
offices throughout Australia. 


LONDON OFFICE: II LEADENHALL STREET EC3 
Telephone: MANsion House 2993 - Telex 23140 
PRINCIPAL OFFICES IN AUSTRALIA: ADELAIDE (HEAD OFFICE), BRISBANE, 
MELBOURNE, PERTH, FREMANTLE AND SYDNEY 
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KLEINWORT, SONS 
& CO., LTD. 


BANKERS 


Established Cuba 1792 - London 1830 


ACCEPTANCE CREDITS 
FOREIGN EXCHANGE 
CAPITAL ISSUES 


20 FENCHURCH STREET, LONDON, E.C.3 
and LIVERPOOL 


Mansion House 1531 Liverpool Central 3434 





BRITISH & FRENCH BANK 
LIMITED 


Capital Authorised and Fully Paid £1,000,000 


LONDON 


IMRIE HOUSE, 
3386 KING WILLIAM STREET, E.C.4 
TELEPHONE : MANSION HOUSE 5678 


NIGERIA 


BRANCHES AT 
LAGOS, KANO, PORT HARCOURT, IBADAN, 
EBUTE METTA AND APAPA 


Affiliate of 
BANQUE NATIONALE POUR LE COMMERCE ET 
L’INDUSTRIE, PARIS 
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Maximum Interest Rates 


The schemes publicised by the Canadian Bank of Com- 
merce and the Bank of Nova Scotia depend on an interpre- 
tation of the Act that allows the 6 per cent to be taken, 
as is the practice in the United States and Britain, as an 
initial charge rather than as interest on the average balance 
outstanding. By this means the borrower who wants, 
say, $1,200 for one year has a sum of about $77 
(depending in detail on differences in the banks’ schemes) 
added to the loan total which he must pay off in 
monthly instalments. Without openly violating the limit 
of 6 per cent, the banks thus get a yield that is equivalent 
to around 10} per cent. This, they believe, is just enough 
to cover them ; but it is not enough to make it worth their 
while to push the scheme. Where competition between 
banks is as keen as it is in Canada, all are apt to match 
any service offered by the others. They fear losing 
customers to a rival. But a form of loan that offers such 
modest returns is not worth much public promotion. 


Car Financing 


The dominant field for consumer credit is in the auto- 
mobile trade ; and here the instalment finance companies 
have taken a role that is forbidden to the banks. Since 
1954, though not before that, the banks have been allowed 
by law to accept chattel mortgages as security for loans. 
But “chattels” are defined as goods used directly in or 
around the house, including cars. Dealers’ stocks of cars 


TABLE | 
CONSUMER CREDIT IN CANADA 
(Can.$ million) 





Balances Outstanding to Finance Companies and Retail Trade 


Instalment Small Loan Companies* 
Finance Instalment Cash Retail 

End Companies Credit Loans Tradet Total 
Wee oases 186 — 114 406 706 
a 373 — 148 552 1,073 
ee iwsae 516 3 173 624 1,316 
1954 22005 492 6 209 685 1,392 
PFEe <6sse 599 6 273 751 1,629 
SFO viwcas 756 13 343 798 1,910 
ToeF scsus 780 15 347 833 1,975 
1958 :— 

March. 748 15 349 752 1,863 

June ... 776 16 365 “aa at 

| eee 779 16 370 


* Companies licensed under Small Loans Act. t¢ Includes charge accounts 
and other non-instalment credit. 





or other goods are clearly excluded. Yet this is the very 
point at which the instalment finance companies (which 
are not covered by the Small Loans Act) get their grip 
on car sales, and on many other kinds of consumer durable 
goods. 

The extreme example comes from General Motors Cor- 
poration, which in Canada as in the United States operates 
its own financing subsidiary, General Motors Acceptance 
Corporation. The other companies achieve similar results 
through other finance companies, although they do not 
control them. The US and Canadian car manufacturers 
commonly require their dealers to accept a certain quota 
of cars from each year’s new models. The dealers’ pur- 
chases are financed by a finance company, which also under- 
takes to finance the consumer’s purchase of a new car and to 
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give the dealer a one-third share in the finance charge. In 
recent years, when potential buyers have been putting up 
increasing resistance against the annual price increase, the 
dealer has often had to look to the hire-purchase deal for 
his profits. 

This “dealer’s cut” is a major factor in raising the 
effective rate of car-financing to 1§ or 16 per cent, which 
represents a rate of return to the instalment finance com- 


TABLE Ill 
HOW THE DEBT IS SPREAD 
(Can.$ million) 





Balances outstanding 
Commercial and 


Consumers’ Goods Industrial Goods 


Comm. 

End Cars Other Total Vehicles Other Total 
1951... 161 24 185 95 33 128 
co eae 299 74 373 120 47 167 
6959 ... 4il 105 516 123 él 184 
1954 ... 394 98 492 104 60 164 
5955 ... 478 121 599 106 85 192 
1956... 614 143 756 138 141 279 
oer 6k 636 144 780 135 153 288 
1958 : 

March 607 141 748 127 145 272 

June. 636 140 776 125 156 281 

july .. 639 140 779 124 156 281 





pany little greater than that available to the banks by 
taking their statutory 6 per cent interest as a 6 per cent 
discount. But it may not be easy for the banks to tempt 
dealers away from the established system. Instalment buying 
of cars, as is shown in the table, dominates the consumer 
credit business ; and many of the sales of refrigerators, 
bedroom suites and other major items are governed by 
rather similar principles. 

What the banks may do, with their new loan schemes, 
is to show some fully creditworthy customers that they 
might borrow at 5 per cent (fully secured by bonds) or 
6 per cent (on reputation or other security) instead of going 
to finance companies and paying more. The question now 
interesting financial people here is whether the banks will be 
successful enough to capture from the finance companies 
all the best credit risks. If they can, the finance companies 
might actually have to raise their rates even higher. But the 
immediate rewards to the banks are not sufficiently attractive 
for a serious effort, unless the example of enthusiasm given 
by some of the big banks in Britain tempts one of them 
into it. If one starts, the force of competition may drag 
the rest after it. 

A more attractive example might be the action of English 
and Scottish banks in buying control of finance companies. 
There is nothing in Canadian law to forbid the banks there 
to do the same thing. So far they have held to the general 
principle that it must be wrong to do indirectly what may 
not be done directly. Yet even that stern principle might 
be overcome if two or three banks joined to acquire control 
of an instalment finance company ; and in strict law it is 
by no means certain that one bank would be at fault if it 
acquired control of a subsidiary company to conduct hire- 
purchase business, 


Inspector-General of Banks 


To decide what the banks may or may not do, Canada 
has an official who is believed to be unique: an Inspector- 
General of Banks. He is a chartered accountant, exercising 
certain powers in his own right and others on behalf of 
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the Minister of Finance. The Bank Act sets no limit on 
the loans a bank may make with or without security ; 
though it does lay down rules about the sort of security 
that may be accepted. The Inspector-General may not tell 
a bank what to do with its funds. But he has two powers 
which have proved to be extremely effective. Ever since 
1924 he has been empowered to instruct a bank’s own 
auditors to make any investigation he considers advisable, 
and the auditors must do it at the expense of the share- 
holders. 

The effect of this unusual provision, of course, is to put 
the auditors in a position of unique strength: they need 
only hint at irregularities which the shareholders might not 
want investigated, and the Inspector-General can empower 
’ them to report to him. His second important power is to 
require something that the Bank of Canada cannot demand 
—the provision of statistical information on any bank trans- 
actions whatever. Secrecy of such information is assured 
by the Bank Act: but the Inspector-General may pass 
it on to the Governor of the Bank of Canada, or his 
delegate, to the Minister of Finance and to the Deputy 
Minister of Finance. 

In the present state of affairs the actual lending policy 
of the banks is obviously very different from what it was 
during the period of stringency which prevailed until little 
more than a year ago. Total bank assets are now $1,500 
million higher than a year ago, while the Bank of Canada’s 
holdings of government bonds (two years and over) has 
increased by $1,100 million, largely offset by lower holdings 
of Treasury bills and bonds of less than two years’ term. 
This expansion of the money supply results from the federal 
Government’s heavy requirements of new cash and from 
the recent conversion of five outstanding War loans amount- 
ing to $6,400 million. Some $5,800 million was exchanged 
for longer and better spread maturities, though the Bank 
of Canada obviously had to take a large proportion of the 
longer-term bonds. 





N its use of instalment credit, West Germany must 

definitely be considered an “ underdeveloped territory.” 
Although the first beginnings of the sale of goods by traders 
and industries on an instalment plan can be traced back 
to the middle of the last century—with the sale of sewing 
machines serving as a pacemaker—hire-purchase sales in 
Germany were hardly of any importance until after the end 
of the first World War. The old-fashioned majority of the 
population has considered the purchase of goods on “ bor- 
rowed money ” as lacking in respectability, or even as down- 
right immoral. The difficulties of the postwar recovery, felt 
particularly by the younger generation, brought about some 
approach to the less heart-searching American attitude ; yet 
the psychological resistance has not disappeared. 

The first organisations for the financing of sales on the 
instalment plan in Germany, of a character similar to banks, 
were founded in Berlin and Koénigsberg in 1925 and 1926. 
These organisations were, to begin with, mainly engaged in 
the financing of purchases of high value capital goods, such 
as motor vehicles, agricultural machinery, machine tools 
and the like. Under the strong influence of the American 
example, this activity developed in the years to follow into 
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The Banks’ Share 


The chartered banks have plentiful funds, but demand 
is slack. In September their total loans were $230 million 
lower than a year ago, while their holdings of government 
bonds were $1,150 million higher. Out of total loans of 
$5,142 million, some $273 million were to instalment 
finance companies. The figure for direct personal loans is 
not available yet for the third quarter ; but at mid-year it 
had reached $474 million, some $48 million more than 
at June 30, 1957 (total personal and professional loans 
amounted to $880 million). The relatively small role of the 
banks in consumer credit is shown by the outstanding 
balances owing to the instalment finance companies. At mid- 
year these amounted to nearly $1,250 million, of which more 
than $1,000 million was at the retail level—$780 million 
for consumers’ goods and $285 million for commercial and 
industrial goods. 

The total assets of these lending institutions, together 
with companies licensed under the Small Loans Act for 
unsecured personal loans, totalled nearly $1,700 million. 
Their biggest single liability was on their own notes and 
debentures, which amounted to $575 million. This is 
$200 million more than at the end of 1955. But by contrast 
their bank loans were only $300 million this year, compared 
with a quarterly peak of $427 million reached at the end 
of 1956. 

Following consultations with the Bank of Canada, the 
chartered banks agreed during the period of tight money 
not to extend further credit to the finance companies. But 
most of the big companies are subsidiaries of US firms. 
They have enough standing to raise money in their own 
right, or they can borrow from their US parent. They repre- 
sent one of the sectors of Canadian finance that it is very 
difficult for the Bank of Canada to control. If their function 
could be taken over by the banks, effective application of 
monetary policy would be greatly eased. But so far there is 
very little sign of this happening. 





the financing of sales of consumer goods pure and simple. 
In 1938, Germany had approximately 50 hire-purchase 
banks, with a yearly turnover of 350 million marks. 
The purchases thus financed did not, however, account 
for much more than ro per cent of total retail sales. 
The greater part of consumer credit before the second 
World War was in fact in the form of credit accounts granted 
to customers direct by the retail trade or by manufacturers. 

The currency reform of 1948 was followed by a very 
quick recovery of hire-purchase business, stimulated by the 
heavy losses of personal property during the war. These 
conditions provided the West German hire-purchase banks 
with promising scope. Private banks and credit institutions 
incorporated under public law also quickly realised that 
there was a good opportunity for them in the field. The par- 
ticipation of these institutions was mainly indirect, through 
the financing of the specialist companies. During the last 
few years, however, savings banks have become increasingly 
interested in handling hire-purchase credits themselves, and 
have set up the necessary administrative machinery for this 
purpose. The big deposit banks, however, have as yet 
made a very modest start. 
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The role of hire-purchase in the West German economy 
is summarised in the accompanying table. It should be 
noted that the figures of credit cover only actual hire-pur- 
chase credit granted by the special hire-purchase banks, the 
deposit banks and savings banks and commercial and indus- 
trial dealers. But no more than one third of retailers’ credit 
sales is financed through hire-purchase ; the remainder is 
still given through individual credit accounts, and these are 





TABLE I 
GROWTH OF HIRE-PURCHASE 
(DM million) 
1951 1956 1957 

Gross total of production .......... 119,600 193,400 209,600 
Retail trade, turnover.............. 38,100 57,000 61,000 
Total hire-purchase credits ......... 2,050 4,600 4,700 
Of which : 

From hire-purchase banks ...... 860 2,298 2,451 

Credits by other financial in- 

avis che cee ccasinr 190 1,802 1,749 





not included in the figures. During the last few years, how- 
ever, the share of hire-purchase in total retail credit has 
increased. In 1957 hire-purchase credit accounted for 7.7 
per cent of total retail sales, compared with 5.4 per cent 
in 1951. The German ratio was a little lower in 1957 
than in 1956 following the steep increase in previous years ; 
this may be explained by a certain sales-resistance on the 
part of customers and by the considerable rise in national 
income (in Germany, evidently, the better-off man will still 
reduce his debts rather than incur larger ones). 

As in other countries, the specialist companies and other 
financial institutions have captured an increasing share of 
hire-purchase business in Germany: in 1957 they accounted 
for nearly 90 per cent, compared with about one half in 
1951. Hire-purchase banks, whose number had risen to 191 
by 1957, increased their share from 42 per cent in 1951 to 
§2 per cent in 1957. The share of hire-purchase credits 
in the total of short-term and medium-term loans made 
by credit institutions has been growing modestly— 
from 3} per cent in 1951 to a record 8 per cent in 
the first seven months of this year. Moreover, since some 
of the ordinary credits extended by the banks are to 
retail trade to finance credit accounts, the actual contri- 
bution of banks (and especially of big deposit banks) 
towards the financing of the sales of consumer goods is 
considerably higher than shown by the above figures. 


Official Control 


In West Germany, institutions financing hire-purchase 
sales are bound by the regulations as laid down by the 
Credit Law. In accordance with these regulations, interest 
charges are controlled by the Bank Supervisory authority 
in the various Lander of the Federal Republic. So far, the 
Federal Government has not introduced a special law for 
the hire-purchase trade either on the pattern of the now 
suspended American “ Regulation W ” or the laws in force 
in Britain, France, Holland and Belgium. The volume of 
hire-purchase is not large enough to warrant any “ policy ” 
control, Today only the refinancing of hire-purchase paper, 
temporarily suspended completely during 1951 and 19§2, 
is still subject to restrictive regulations within the West 
German central banking system. 


Personal Loans ? 


Recently, a number of hire-purchase banks in West 
Germany have been considering the offer of “personal 








INTERNATIONAL BANKING AND FINANCE 25 


loans ” of the kind customary throughout America. Hitherto, 
this method of financing instalment sales with a loan has 
hardly ever been operated in Germany. Now, one hire- 
purchase bank has extended personal loans to comprise 
Io per cent of total credits. Outside the circle of hire- 
purchase banks, the terms of loans offered by small institu- 
tions are in general very severe. The cost of interest plus 
fees may mount to 30-40 per cent. In comparison, a small 
credit from a big bank costs 73-9 per cent. The terms 
of instalment loans are at present under examination by 
the Bank Supervisory authority. 

The big deposit banks have still made no general move 
in this direction, though the recent plunge by the British 
banks has led to further consideration of the question in 
German banking circles. The banks at present are not 
short of liquid assets and credit demands from business 
are flagging. So far, however, the German banks have seen 
little profit in granting small credits to personal customers 
to be used for special purchases. Credits of under 
DM 1,000, at normal rates of interest and on the basis of the 








TABLE ll 
BANK LOANS AND HIRE-PURCHASE 
(DM million) 
End of years end-july 
Credits 1951 1956 1957 1958 
Short and medium term. bank 
credits to business and private 
MNO Sina da cs asiacacceias 17,343 35,899 37,662 37,381 
Of which: 
Volume of hire-purchase credits 
UE POR  cidaidaccccdcadce 606 2,774 2,848 3,026 
Provided by : 
Hire-purchase banks ........ 354 1,563 1,683 Bhi 
Large deposit banks......... 47 til 117 120 
TRGPONNGD GUIURD 6 6 occ ccccccse 70 205 210 243 
POOMEO ONE cecadceccccaea 8 30 38 39 
*Central giro institutions. .... 28 148 122 117 
SUNY DOME «ics dcccsccces 84 639 591 576 
Trade credit associations..... 12 62 70 98 


* Clearing institutions for groups of savings banks. 


usual collateral, have generally been considered as marginal 
sources of profit. Some bankers maintain that “ personal 
loans ” could become a profitable business for deposit banks 
only if it were possible to extend the limits laid down for 
small credits: according to the present law, such credits 
not in excess of DM 600 are not subject to the maximum 
rates of interest otherwise stipulated. Furthermore, major 
measures of administrative rationalisation might become 
necessary. Apart from internal administrative separation 
from the normal type of business credits, personal loans 
would require a clearly defined schedule and _ the 
standardisation of conditions—calculations of interest, 
terms of repayment, etc. Increased participation by German 
deposit banks in consumer credit would also probably 
require them to follow the example given by British banks 
in-granting credits without security. 

If the big German banks were to adopt the methods used 
by British banks, this would inevitably lead to a consider- 
able increase of competition with the activities of special 
hire-purchase banks. Simultaneously, the terms offered by 
hire-purchase banks would come under increased pressure. 
In the interest of the reduction of costs of hire-purchase 
credits, both commercial and industrial circles would, no 
doubt, welcome this intensified competition. For the 
present, the system of consumer credits in Germany has 
certainly not yet taken a final form: as in Britain, it is still 
very much in a state of flux. 
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Mixed System in Australia 


BY A CORRESPONDENT 


DVANCES and discounts of the major trading banks in 
A Australia during September totalled nearly £A950 
million ; they represented about 60 per cent of total bank 
deposits, a notably higher ratio than that in Britain or 
the United States. In September, the banks held {A200 
million of government and municipal securities, £A34 
million of Treasury bills, and the large sum of £A265 
million in special accounts at the central bank. These 
compulsory accounts earn a very low return, and are varied 
from time to time by direction of the central bank, accord- 
ing to its desire to expand or contract credit. 


The Personal Overdraft 


A relatively small proportion of total bank advances are 
for personal loans or consumer purposes. At end-1957, 
of an advances total of £A865 million, some £A84 million 
was classified as advances to persons for building or pur- 
chasing homes, and a further £A50 million for other non- 
business advances to persons—together representing 15 per 
cent of all advances. By comparison, the total amount of 
hire-purchase credit owing to finance companies (in which 
the banks have an important stake) and to retailers is some 
£A350 million. 

The typical bank advance in Australia, as in Britain, is 
made in the form of an overdraft, the borrower being autho- 
rised to overdraw his account up to a defined limit, and 
paying interest only on the amount overdrawn, calculated 
on a daily basis. He is not normally required to hold a 
credit balance in the bank while he enjoys the overdraft 
facility, so that the cost of the loan is simply the interest 
charged on the overdraft itself ; the earlier the overdraft 
is reduced, the lower the interest bill. The interest on 
personal overdrafts cannot be charged as a deduction for 
income tax purposes in Australia, as it can in Britain, 
because the general principle of the Australian tax autho- 
rities is that interest is only regarded as an eligible deduction 
if it can be considered as a cost of earning assessable 
income. 

The usual arrangement for repayment of the advance is 
for regular monthly reductions. In other words, the limited 
overdraft facility, granted for purchase of a refrigerator 
for example, may be used to the full at the time of pur- 
chase, but within a month must be reduced by the agreed 
amount, and similarly in successive months, until the 
account is restored to a credit basis. In this sense, the 
advance is repayable in instalments. The period of repay- 
ment varies according to the amount and purpose of the 
advance. While finance for a refrigerator may have to be 
repaid over six months, an overdraft for a motor vehicle 
would probably be repayable over a longer period, having 
in mind the likely rate of depreciation on the purchase, 
or the time that may elapse before the same kind of expendi- 
ture may be expected to recur (for example, terminal school 
fees). 


Security and Charges 


The main consideration in the security required for 
personal overdrafts is the creditworthiness of the borrower, 
which can usually be judged by the bank manager from 


personal knowledge. Clearly, the established bank 
customer, who has a credit balance and is favourably known 
to the bank, has an initial advantage. In many cases, the 
bank will require formal security, of which the most usual 
is probably a life assurance policy, a guarantee or an equity 
in freehold assets. These forms of customers’ security do 
not usually tie the bank advance to a_ particular 
expenditure. 

The interest rate charged by Australian banks on over- 
drafts is fixed by agreement between the banks, although 
the central bank has authority to fix the rate if it does not 
approve the rate proposed by the trading banks. At present, 
the agreement is to charge an average of 54 per cent, and 
banks are allowed some discretion to vary rates around that 
level in order to provide an incentive, charging rates of 
§ per cent or 54 per cent for such activities as exporting, 
development or housing. A correspondingly higher rate 
may be charged on advances for purposes considered less 
essential. 


Control of Credit 


Strong powers of the central bank are exercised on bank 
credit through its authority to call up a certain proportion 
of bank deposits into special accounts, or to release funds 
therefrom, its power over interest rates, its operations in 
the bond market, and its informal requests to the trading 
banks. The central bank’s finance of wheat sales and the 
degree of the government’s deficit financing are also 
important influences on the volume of credit. 


Hire-Purchase 


Hire-purchase, by contrast, is not subject to direct central 
control. Legislation is within the powers of the state 
governments only, which are reluctant to check a popular 
facility. The states have not agreed on uniform legislation 
to control hire-purchase ; existing regulations on maximum 


HIRE-PURCHASE IN AUSTRALIA 


Business of finance companies, excluding retailers 





Number of Amount financed in Total 
Years new new Agreements out- 
to Agreements Motor standings 

"000 vehicles Total end of period 
£Am. £Am. £Am. 
Bn See 797 88 121 132 
— ees 939 Vit 156 182 
i eee 1,011 126 175 212 
ag) CE 0 Sspreiwiele 1,029 137 189 236 
p: (OUR sé ceenas 1,197 157 234 293 





charges and minimum deposits are scrappy and are designed 
to protect the customer rather than to check the growth 
of hire-purchase. 

The central bank has discouraged the banks from lending 
to hire-purchase houses, But this has simply encouraged 
these companies to borrow direct from the public on 
deposits, debentures and shares. As in Britain, restraints 
on bank advances increased the demand for hire-purchase ; 
and the growth and improvement of the credit standing of 
the companies have facilitated security issues in the market 
—a process consummated by the recent alliances with the 
trading banks. All Australian trading banks now have large 
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interests in major hire-purchase companies. One bank has 
a wholly owned subsidiary and the rest large minority 
interests; and the government-owned Commonwealth 
Trading Bank operates an Industrial Finance Department 
to provide hire-purchase facilities for producer goods. Con- 
sistently with national credit policy, this bank partnership 
was accompanied by a further decline in the finance com- 
panies’ reliance on bank credit and, indeed, by a tendency 
for them to build up significant credit balances at their 
banks. 

Latest balance-sheet figures (from mid-1957 to mid-1958) 
for the companies allied with the banks show aggregate 
issued capital of £A25 million, of which the banks held 
nearly {Ag million ; total outstandings were {A165 million. 
Total outstandings of all hire-purchase companies at end- 
1957 were £A264 million. The banks therefore have a 
substantial stake in Australia’s hire-purchase. The table 
shows recent trends in total hire-purchase business of the 
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companies, excluding the similar business done by retailers 
themselves. There has probably been a tendency for hire- 
purchase financing to become concentrated in the hands of 
the large and more reputable specialists, but up to a fifth of 
the total may still be in the hands of retailers. The total 
of hire-purchase outstandings in Australia today is esti- 
mated at about £A350 million. 

The growth has certainly been rapid—from about £A20 
million to £A350 million in eleven years, to a level repre- 
senting some 7 per cent of the community’s annual national 
income, and about £A36 per head of population. Consumer 
credit thus plays a notably larger role in the economy 
than in Britain, though still a smaller one than in America. 
In a country where living standards are high, income per 
head averaging around {Asoo a year, trading bank 
deposits around £A1§o a head and savings deposits {A130 
a head, the hire-purchase debt hardly constitutes a 
burden yet. 


Belgium Prefers Hire-Purchase 


BY A BRUSSELS CORRESPONDENT 


NSTALMENT lending in Belgium was made subject to 
I compulsory statistical returns, collected half-yearly, in 
1954. It has become of considerable social importance since 
the war, largely through the development of catalogue sales 
by mail order firms, offering deferred payment facilities for 
consumer goods of a comparatively short life. It was the 
inflationary potential behind this development that led to 
the collecting of statistical information ; and, even though 
later events showed that a very high proportion of the 
smaller lending firms ignored their obligation to make 
returns, the figures collected are a reasonable guide to the 
total amount of the business. The highest figure shown as 
representing the total debt outstanding was at the end of 
1957, when it amounted to Frs.8,882 million, equivalent to 
£63 million and about £9 per head of population over 15 
years of age. This included the returns of 820 lenders, of 


HOW HIRE-PURCHASE IS SPREAD 





Per- 


| centage of 
| total new | 
instalment | Percentage of 
| lendings, | group total 
Jan.—june, financed by : 
| 1958 Banks Sellers Others 
Production Goods : 
Buses, trucks, G06. .cccsccccce 11-6 66-7 7-2 26-1 
Tractors and other agricultural 2-3 67-7 29-5 2-8 
Professional equipment, etc... 9-0 41-7 25-9 32-4 
Total production goods........ 22-9 56-9 16-7 26-3 
Consumption Goods : 
PON GG obi oecscasecicies 32-7 61-6 5-6 32-8 
Cycles, motor cycles & scooters 4-1 16-3 10-5 73-2 
Textiles, furs, clothing ....... 7:2 0-7 78-8 20:5 
ME .ccciudeusssecqsuwdes 0-8 1-9 90-6 7°5 
Household and personal...... 32-3 5-8 29-5 64-7 
Total Consumption goods...... 77-1 29-4 23-6 47-0 





whom more than half had been brought into the figures by 
the fresh tightening of the regulations and were making 
their first return. The newcomers contributed, however, 
only Frs.§02 million to the total. In the first half of 1958, 


a further 313 new contributors were found for the returns ; 
but the total figure of outstandings fell to Frs.8,625 million, 
of which Frs.699 million was the share of the 745 firms 
not included in the return a year earlier. 

The volume of new business transacted during each half- 
year is now approximately a half of the total outstandings 
at the end of the period. For the firms, rather above four 
hundred, who have been making returns from the first, the 
total new business rose from Frs.3,303 million in the 
second half of 1954 to Frs.4,120 million in the first half 
of 1957. Since then, as a result of the recession and the 
more restrictive policy enforced by the law of July 1957, 
total new lendings have contracted successively to 
Frs.3,905 million and about Frs.3,400 million. The dis- 
tinction between the new returns and the old is now 
disappearing. The total of new lendings in the first half of 
this year was Frs.3,863 million. 


The New Control 


The law of July 1957 brought hire-purchase under control 
for the first time. It applies to all lending contracts in 
which the provisions provide for repayment by four or 
more instalments, however spaced. It is largely an Enabling 
Act, since it permits the variation by Order, not only of 
the minimum initial deposit and the repayment period for 
each class of goods, but also the variation of the range of 
transactions to which it applies. Its other important require- 
ment is the statement in every contract of the effective rate 
of interest charged, as opposed to the flat rate on the whole 
amount of the loan. 

There is no indication as yet of how far the new powers 
are to be used to influence the volume of spending, as 
part of counter-cyclical policy or for other reasons. The 
scope of the law, as now ordered, extends to goods sold by 
instalments having a value between, roughly, £14 and 
£1,070 (2,000 and 150,000 Belgian francs). The mini- 


mum initial deposit is fixed, for example, at 15 per 
cent for domestic electrical apparatus, 20 per cent for 
scooters and motor cycles and 25 per cent for new or second- 
hand cars ; and the maximum period of repayment is thirty 
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months for new cars, eighteen months for second-hand ones 
and two years for motor cycles. These limitations do not 
apply to goods outside the specified price range, nor to non- 
agricultural production goods sold for trade, industrial or 
professional purposes. The competitive character of hire- 
purchase finance is*shown by the fact that the banks are 
offering to lend for the purchase of expensive cars, outside 
the controlled price-range, on the basis of a deposit of only 
15 per cent, and in such cases they are also willing to 


consider contracts for repayment over periods of up to 
three years. 


Banks’ Big Stake 


The table on page 29 shows the general character of the 
hire-purchase business, of which almost a third consists of 
financing the purchase of cars and another third of radios and 
household goods. The banks have the biggest and best share 
of the car finance business ; as the table shows it accounts 
for 56 per cent of their total hire-purchase business and over 
60 per cent of the total car finance. In the second half of 
1957, for instance, the banks financed 17,248 car purchase 
contracts against barely a thousand financed by the sellers 
themselves and 8,875 by other finance bodies. Moreover, 
the average contract value of the cars financed by the banks 
was around Frs.77,500 compared with Frs.56,400 for the 
other finance bodies ; and the banks were able to maintain 
a certain conservatism by lending an average of only Frs. 
46,350 per contract, compared with the Frs.38,200 lent by 
their competitors on cars of smaller value. In all, the banks 
make available well over a third of Belgium’s total hire-pur- 
chase credit, which amounts to Frs.8,625 million (equivalent 
to around £62 million). 

The banks do their hire-purchase business through their 
own financement departments, and not through specially 
constituted subsidiaries. And they do lend to competing 
finance companies. These organisations, however, borrow 
on their own credit in the same way as other business 
borrowers, and the amount of their requirements from the 
banks is not discernible in any return. 


Curbs on Bank Earnings 


The banks’ interest in hire-purchase finance is the natural 
outcome of the difficulty they have, in a country where 
interest rates are apt to be notoriously high, in finding 


sufficient remunerative outlets for their funds. The dis- 
ciplinary authority to which they are subject is the Com- 
mission Bancaire, under a system primarily intended to 
divorce the banks from the control of (or their control by) 
industry, but recently bolstered by a respect for the require- 
ments of the public Treasury which is generally considered 
excessive. The effect is that they must not only submit to 
continuous observation of their cash ratio and their “ solv- 
ency co-efficient ” ; but they are also required to maintain a 
“cover co-efficient” by holding a high minimum propor- 
tion of their deposits—for the big banks it is 65aper cent— 
in the form of Treasury paper at low rates of interest. 
Last year’s reform did little to relieve the strain. Over part 
of the range the certificates of the Fonds des Rentes 
(Government stock equalisation account) are substituted for 
Treasury certificates ; and, though the banks are receiving 
slightly more interest on this part of their portfolio, they 
have pledged themselves to pass the gain on to depositors 
by offering higher rates for deposit accounts. 

On June 30, 1958, the commercial banks had working 
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assets (i.e. excluding the fixed assets) of around Frs.125,000 
million ; and of this no less than 45 per cent was in Belgian 
Government certificates and securities, 13 per cent was in 
liquid or quickly realisable assets, and only 39 per cent 
(Frs.48,800 million) in loans and advances to, and bills 
issued by, the private commercial community. The banks 
are now precluded by law from holding industrial securities, 
except for short periods in their capacity as underwriters 
of new issues and public offers. Of the banks’ lendings to 
the private sector, “‘ sundry debtors ” comprised Frs.21,765 
million, covering overdrafts and loans, including personal 
loans and hire-purchase business. 

Excluding the Colonial banks and the Belgian branches 
of foreign banks, the hire-purchase business represents 
about a fifth of the Sundry Debtors. Some 49 of the 70 
banks transact this class of business, but the ones who do 
not are, for the most part, small. It is the most remunera- 
tive form of lending and, in view of the competition for 
it, the banks have agreed among themselves on standard 
rates. For finance of motor purchase the agreed rate is 
6 per cent per annum flat on the full amount of the loan. 
This is lower than the rates charged by competing institu- 
tions, but at the same time it represents a useful effective 
interest. 

The banks have kept themselves pretty well clear of the 
small contracts such as finance of books and clothing (where 
the average contract value is well under £20), and have not 
objected to the extent to which their rivals now dominate 
the market for financing domestic equipment. It is essential, 
for their purposes, to reduce to a minimum the administra- 
tive cost per contract, and they bulk large in the financing 
of heavy motor equipment and agricultural machinery and 
tractors. Their share of the hire-purchase business is, how- 
ever, limited by the amount that it is practicable for them to 
devote to this kind of lending. The Commission Bancaire 
does not appear to think this type of lending is a suitable 
use for depositors’ money, and has issued a directive which 
means, in practice, that the only funds the banks may use 
for this business is that resulting from the tap issues of their 
own cash bonds (similar in operation to a fixed deposit). 
On June 30th, when the total hire-purchase outstandings of 
the banks were well over Frs.3,000 million, the total cash 
bonds in issue was Frs.5,793 million ; but, as this relates 
to all banks, including the colonial and foreign banks and 
the Belgian banks that do not undertake instalment finance, 
it is clear that the scope for expansion of the banks’ hire- 
purchase business is limited. 


Personal Loans 


The postwar growth of hire-purchase has, however, been 
a useful source of revenue for the banks, and has done much 
to compensate them for the lack of enthusiasm for their 
personal loan schemes. These are slightly less expensive to 
the customer, but have come under the influence of the 
general distrust of banking, which is only just beginning 
to break down. A number of people have, in fact, found 
these schemes very useful—the financing of weddings, 
illnesses and funerals are often quoted ; but many people 
have been disappointed at finding that the banks’ inquiries 
have tended to weed out the applicants who had asked for 
facilities simply because they were short of cash, as opposed 
to those with a specific purchase or occasion to finance. 
These instalment loans are not separately shown under any 
head in any return, but it is probable that the total outstand- 
ings at any time are less than a billion francs. 
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OSLO - NORWAY . Telegrams: KREDITKASSEN 


Norway's oldest Commercial Bank 
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Merchant Bankers 


30, ST. SWITHIN’S LANE 
LONDON, E.C.4 
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THE 
UNITED COMMERCIAL 
BANK LIMITED 


(Incorporated in India, Liability of Members is Limited) 


Head Office: 
2 INDIA EXCHANGE PLACE, 
CALCUTTA 


London Office: 
12, NICHOLAS LANE, E.C.4. 





G. D. BIRLA, Chairman 


AUTHORISED CAPITAL - Rs.80,009,000 
SUBSCRIBED CAPITAL - Rs.40,000,000 
PAID-UP CAPITAL - - - Rs.20,000,000 
RESERVE FUND - - - - Rs.13,400,000 


With Branches at the leading centres of Industry 
and Commerce in India, Pakistan, Malaya, Burma 
and Hongkong, The United Commercial Bank is well 
equipped to serve Banks, Commercial Institutions 
and individuals carrying on business with the East 
or intending to open connections there. 


S. T. SADASIVAN, General Manager 












National Bank of 
Pakistan 


(Incorporated under the National Bank of 
Pakistan Ordinance, No. XIX of 1949, and 
sponsored by the Government of Pakistan. 
The liability of members is limited.) 


1949 


Pak. Rs. 6,00,00,000 
6,00,00,000 
» 1,50,00,000 
» _1,10,00,000 
35 58,04,00,000 


With 94 branches and sub-branches throughout 
Pakistan and foreign branches at Calcutta (India), 
D’Jeddah (Saudi Arabia) and Baghdad (Iraq) 
the Bank is well equipped to transact Banking 
business of every description for those at present 
trading or intending to trade with these countries. 
Your enquiries will be welcomed by the London 
Manager at— 


20 EASTCHEAP, LONDON, E.C.3. 


ESTABLISHED 





Authorised Capital 

Issued and Subscribed 
Paid up * 
Reserve Fund (31.12.57) ,, 
Deposits (31.12.57) ~ 


9 ” 
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ARAB BANK 


LIMITED 


STATE COMMERCIAL BANK 
BURMA 


Established : 11th August, 1954 
(incorporated under the State Commercial Bank Act, 1954) 


THE LARGEST COMMERCIAL BANK IN BURMA 


Authorised Capital . . . . K 50,000,000 
Paid up Capital . .. . . K 20,000,000 
Reserve Fund . .... . K 5,000,000 


The State Commercial Bank has been entrusted with 
the handling of the entire foreign business of the 
Government, State Trading Organizations and Joint 
Ventures in Burma. In addition, it has the privilege 
to serve a large section of the private business com- 
munity in the country. With branches at all important 
centres in Burma and correspondents in the principal 
cities of the world, the Bank is well-equipped to provide 
a comprehensive banking service. 






ESTABLISHED 1930 
Head Office : Amman, Jordan 


















Capital & Reserves J.D. 5,800,000 
Total Assets J.D. 76,000,000 


(1 J.D. JORDAN DINAR = £1) 


















BRANCHES : 


ADEN - JORDAN - LEBANON - LIBYA - QATAR 
REPUBLIC OF IRAQ - SAUDI ARABIA 
SUDAN +: UNITED ARAB REPUBLIC 





















Head Office :- 80-86 Barr Street, Rangoon. 
Cables :- “SIBWA” 


BRANCHES UNDER ESTABLISHMENT 
IN TUNISIA AND MOROCCO 


We issue our own Travelling Cheques in £ and U.S. $ 















CREDITO 
ITALIANO 


Head Office in Milan 
270 Branches in Italy 


aS oe 


<= | iti London Representative—O. Petit 
: . : 158, Fenchurch St., E.C.3 
Telephone: MIN 8851/2 





REPRESENTATIVES 
Buenos Aires—Frankfurt a/M—New York 


also in: 






THE MITSUBISHI BANK, LTp. 


LONDON BRANCH: 7, Birchin Lane, London, E.C.3. ; 
HEAD OFFICE: Marunouchi, Tokyo. BRANCHES: 155 throughout Japan. 
NEW YORK BRANCH: 120, Broadway, New York 5, N.Y. 





Paris—Sao Paulo—Zurich 
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SWISS CREDIT BANK 
(Credit Suisse) 


Established 1856 
Capital and Reserves Swiss Francs 259,000,000 


With branches in all parts of Switzerland and also 
at 25 Pine Street, New York, and with correspon- 
dents throughout the world the Swiss Credit Bank, 
one of the oldest and largest in Switzerland, 
provides an efficient service for all kinds of banking 
transactions. 


Please address your enquiries to the Head Office 
in Zurich, or to: 


The United Kingdom Representative 
Robert J. Keller 
4 Tokenhouse Buildings, Kings Arms Yard, 
London, E.C.2 


Affiliated Companies 


Swiss American Corporation Credit Suisse (Canada) Ltd. 
25 Pine Street, 1010 Beaver Hall Hill, 
New York Montreal 


MITSUI............ 


Consult us on all Business with 


JAPAN! 


LONDON 


BRANCH 
No. 34/35 King Street, London 
E.C.2, England 


NEW YORK 
AGENCY 


BOMBAY 
BRANCH 


BANGKOK 
BRANCH 


President : 
Kiichiro Satoh 


ER US| Gran 
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CROSSROADS 
LAT. 32°N. — LONG. 65° W. 


_ in its unique geographical position 
at the crossroads of the Atlantic can form 
a useful link in the business activities between 
America and Europe—Canada and the West 
Indies. 


Our Experience of over a hundred years of 
Dollar-Sterling banking is available to you and 
your clients. 

May we send you details of some of the 
advantages of doing business in or with 
Bermuda. 


THE BANK OF 
N. T. BUTTERFIELD 
& SON LTD. 


Bermuda’s Oldest Bank 
HAMILTON & ST GEORGES IN BERMUDA 
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World-Wide > Banking Services 
THE SUMITOMO BANK LtD. 


(incorporated in Japan) 


HEAD OFFICE: OSAKA, JAPAN 
138 BRANCHES IN KEY CITIES THROUGHOUT JAPAN 


ee oe ess 
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eet tae EEREREREY 
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OVERSEAS OFFICES 
LONDON BRANCH: Bucklersbury House, 3 Queen Victoria St., 
London, E.C.4 

KARACHI REPRESENTATIVE OFFICE 
Affiliated Banks: 
THE SUMITOMO BANK (CALIFORNIA) 

Head Office: San Francisco 
Branches: Los Angeles, Sacramento 
CASA BANCARIA BRAZCOT, LTDA. 
Head Office: Sao Paulo 


NEW YORK AGENCY 


SWISS - ISRAEL 
TRADE BANK 


GENEVA 
| 6-8.rue de la Confederation 


BANQUE POUR LE COMMERCE 
SUISSE — ISRAELIEN 


Telegrams : SWISRAEL-GENEVA 
Telephone : 24 03 86 


. 
COMPLETE INTERNATIONAL 
BANKING SERVICE 
~ 
Affiliated Banks 


*THE FOREIGN TRADE BANK LTD., 
39, Rothschild Boulevard TEL-AVIV 


*SOCIETE BANCAIRE ET FINANCIERE 
D’ORIENT 
10, rue Auber PARIS (9é) 


and representative office : 


*Mr. L. HARRIS 
Garrard House, Gresham Street, 
LONDON, E.C.2 
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| 
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JOH. BERENBERG, GOSSLER 
& CO. 


Founded 1590 


Bankers 


HAMBURG 11, Alterwall 32 


Telephone: 321266 Teleprinter: 0211736 and 0212554 


Telegraphic Address: Berenberg 
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” dtennntel Center of 


Central Japan 


| Authorised Foreign Exchange Bank 


The 


OKAI 


Bank, Ltd. 


Head Office: Nagoya 





176 offices 
throughout Japan 


PROVIDE COMPLETE 
WORLDWIDE BANKING SERVICE 


Head Office : KOBE, JAPAN 


Branches : 140 Branches a 
throughout Japan  ateceneees 
Representative Offices : sas mepresentative oMices: 
New York: Singer Building, 149 Broadway, New York 6. Tel.: Worth 2-0867 
LONDON + NEW YORK London: 107 Old Broad Street, London, E.C.2. Tel.: Wall 7376, 7377 








TOPS IN TWO 


«Industrial Finance Experience in Induction of Foreign Capital 






Since its founding in 1902 the Industrial Bank of Japan has 
greatly contributed to the development of Japanese industry. 
As a long-term credit institution its equipment capital loans 
outstanding accounted for 33% of the total granted by all 
non-government Japanese banks as of March 1958. 





Foreign Exchange is also one of our 
main lines of business. 






IBJ’s Share in Equipment Finance 





by Industries in Japan (March 1958) Source: Bank of Japan 
iron and Stee! Chemica! Electricity Marine Mining Machinery, 
Products Transportation Ships and 
33% Transportation 
Equipment 


THE INDUSTRIAL BANK OF JAPAN, LTD. 


New York Office: 30 Broad Street, New York 4, N.Y. Heod Office: Marunouchi, Tokyo, Japan 


INTERNATIONAL BANKING AND FINANCE 


PHILIP HILL, HIGGINSON 


& CO. LIMITED 
BANKERS 


34, Moorgate, London, E.C.2 


PHILIP HILL, HIGGINSON & Co. (AFRICA) LIMITED 


80, Commissioner Street, Johannesburg 


Correspondents in U.S.A.: 
HARRIMAN RIPLEY & Co. INCORPORATED 
63, Wall Street, New York, 5 


OVERSEAS 

* OFFICES * 

New York, Rio de 

Janeiro, Sao Paulo 

Buenos Aires, Hamburg 

Alexandria, Calcutta 

Bombay, Karachi, Vientiane 

Singapore, Hong Kong and 

15 Representative Offices io 
Other Countries 


LONDON OFFICE: Northgate House, 20/24 Moorgate, London, E.C.2 


THE 
BANK OF TOKYO, 


HEAD OFFICE : NIHOMBASHI, TOKYO, JAPAN LTD 


AFFILIATE; THE BANK OF TOKYO OF CALIFORNIA 
: San Francisco, Los Angeles, Gardena 
SUBSIDIARY: THE amen 4 —" TRUST COMPANY 
ew York 
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THE CENTRAL 
BANK OF INDIA 
LIMITED 


(Incorporated in India. The Liability of the 
Members is limited) 
Established 1911 


Paid-up Capital ... ...Rs.3,14,54,250 (£2,359,068) 
Reserve Fund and 

Other Reserves ... ...Rs.4,03,60,820 (£3,027,061) 
Deposits (31.12.57)Rs.1,54,86,72,924 (£116, 150,469) 


Note : The Sterling equivalents of the Rupee figures shown above have been 
converted at the rate of 1/6d. per Rupee. 


Chairman - - . - Sir Homi Mody, K.B.E. 
Vice-Chairman - - . - C. H. Bhabha, Esq. 


Branches and Pay Offices in all important Commercial 
Centres of India, Pakistan and Burma 


HEAD OFFICE: 
MAHATMA GANDHI ROAD, FORT, BOMBAY 1 


LONDON OFFICE: 
159 FENCHURCH STREET, LONDON, E.C.3 
London Adviser - - - Sir Cecil Trevor, C.I.E. 


BANKING BUSINESS OF EVERY DESCRIPTION 
TRANSACTED 


RAFIDAIN 
BANK 


HEAD OFFICE: BAGHDAD 
Telegraphic Address: Rafdbank 


For the convenience and assistance of all 
interested in Iraq, Jordan, Syria and the 
Lebanon, as a field for business expansion, 
The RAFIDAIN BANK provides complete 
banking and information services. Enquiries 
will be welcomed. 
BRANCHES: 

Iraq: BAGHDAD, BAGHDAD - SOUTHGATE, 
BAGHDAD-SAADOON, BASRAH, MOSUL, KIRKUK, 
HILLAH, AMARAH, NAJAF, NASIRIYA, BAQOUBA, 
SULAIMANIYAH, ARBIL, DIWANIYAH, KUT, 
KERBALA. Jordan: AMMAN. Syria: DAMASCUS, 
ALEPPO. Lebanon: BEIRUT. 


London Office: 13 & 14 King Street, E.C.2 


Telephone : MONarch 7437 
Telegrams : Rafidbanko 








